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TRY as onc might at the end of 1986,
it is difficult to recreate the image of
sunny skies and Chevrolets

The sunny skies are here, but the
Chevs have disinvested.

Last year all the pundits were telling
us the recession was over and 1986
would bring with it boom times.
Remember misty-eyed Gerhard de
Kock, govemnor of the Reserve Bank,
greeting 1986 by advising us to
“prepare to meet thy boom™?

. Well, it never matenalisad.,

Now he's saylng the same thing for
1987, and this time there might even
be a modest economic upswing ahead
Which just goes to show that if you
repeat yourself often enough, you'll
be proved nght in the end.,

Main highhights of the year were the
rapid escalation in the sanctions-cum-
disinvestment campaign; the rise in
the gold price; the boom on the
Johannesburg stock exchange: the
tumble in interest and bond rates: the
govemment's attempts to stimulate the

. economy in the face of the collapse of
. business confidence; and ihe govern-

ment’s attempts to stimulate business
confidence in the face of the collapse
of the.cconomy.

To start with sanctions-cutn-
disinvestment, two of the govern-
ment’s staunchest allies abroad,
Maggie Thatcher and Ronald Reagan,
got mud in their respective eyes when
the Commonwealth countries and the
US Congress voted for sanctions
against apartheid.

This caused overseas companies to
take a hard look at their South African
holdings with many deciding 1o take
immediate evasive action. Over a 50-
day period, foreign companies
divested themsclves of over R1-billion
of their South African-held interests.

Such companies included General
Motors, IBM, Honeywell, Revlon,
Playtex, Bata, Coca Cola, Fluor
Corporation, Johnson Controls,
Eastman Kodak, Barclays Bank and,
maore recently, Dun and Bradstreet.

What was interesting, though, was

- that of the 37 American companies

which pulled out this year, anly two
(Kodak and Stamler) did it ptoperly
by severing atl links with this country
and its markets.

The other 35 all sold off their local
operations to South African and other
foreign interests, but remained
committed to supplying the local
market, in one way or another, with
products and services.

The advantages of this strategy to
the foreign companies are that it
retains access to our markets without
any longer having to deal with anti-
apartheid harassment back home.

On the negative side, the foreign
companies cannot really get the
meney realised from the sale of its
subsidiary out of South Africa because
this has to go through financial rands,
currently worth peanuts. However,
the companies can sitply leave their
money to grow here untit the political
situation changes for the better,

For apartheid South Africa, such a
massive scale of disinvestment clearty
comes as a major psychological shock.
The high level of panic within the
corridors of power in Pretoria was
pethaps best expressed by PW Botha's
near-hysterical attack on the United
States which, he claimed, was allying
iself with the Soviet Union against
South Africa. Democracy, Botha
seemed to imply, cannot exist without
some form of communism,

+* Many Marxists would agree with
him

Bue, apart from the psychological
shock, what effect will the current

" form of disinvestment have on the

econony?
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YEAR IN REVIEW

Gerhard De Kock predicts a
boom next year. But didn't

na do the same this time last

year? If he repeats himself

often enough, reallty is sure

to fall in line.
DUNCAN INNES reports
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Trﬂdln on the Senate vote: Not everyone lost
out over sanctions

Plcture: AFP

Over the short term, it will
strengthen the white business
community financiatly. The R520-
million that Anglo Amesican laid out
for control of Barclays Nationat gives
Angle a position of massive strength
and 1nfluence over the whole
cconomy. As a result of this take-
over, Anglo are laughing all the way
to The Rank — because it's Their
Bank now.

But what of the longer term? At the
moment, the money which is being
used to buy up foreign-owned
companies is not money lost to
eCONOMIC expansion because it wasn’t
going into expansion anyway

But should the economic upswing
commence in eamest, then not only
will there be no new injection of
foreign capital, but there will also be a
shertage of available local capital.

Under these circumstances, local
borrowing will have to increase
substantially, which will put upward
pressure on interest rates, thus
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prematurely choking off the upswing,

Therefore, the current spate of
divestment, which seems set to
continue through 1987, will
eventually begin to restrict the
potential for economic growth.

Of course, various factors might
intervene to lessen the impact
divestment will have,

For one thing, the dollar price of
gold might run up to $500-next year.
This would mean 2 much larger
surplus on the current account of the
balance of payments, helping us in our
debt repayments. It would also help
the rand to strengthen, thus reducing
inflationary pressures to an extent
and, in general, would stimulate our
economy,

But will gold run up next year?

I believe it will, Earlier this year,
when gold headed up through $460, 1
argued that it had gone up too far and
too fast to sustain itself above $400 for
very long. I argued then that it would

pull back to between $380 and $385
~— which 1t has now done

Although it might still pull back a
bit further, the bulk of the correction
is now over and gold should shortly
resume its upward trend ~ first to
$450 and then to $500 — which will
i tum stimulate our economy,
thereby reducing the impact of
disinvestment.

And what about the impact of other
fattors, such as the dramatic fall in
interest and bond rates? Will they not
serve o stimulate growth anpd
encourage a healthy reflation?

Before we all pet too costatic aboul
these falls, let's remember why they
are occurring. The answer is because
businesses are not borrowing moaey
to invest, consumers are not
borrowing to purchase commodities
and potentizl homeowners are not
borrowing to buy houses.

One of the main reasons for the lack
of borrowing by businesses is the
current political situation. As Bobby
Zylstra of the Building Industries
Federation puts it: “Government has
been most unsuceessful in convincing,
the country and the businessman in
particular that there is reason to have
confidence in the future "

A Unisa survey carried out this year
among the top 100 industrial
tompanies in the country found that
75 percent of business executives
expected strikes to increase during
1987, only 20 .percent thought
sanctions and disinvestment pressures
would .decrecase: and 47 percent
thought the overall political situation
would deteriorate. Small wonder,
then, that businesses refuse to invest.

Ironically, though, throughout 1986
business leaders themselves remajned
noticeably short on realistic ideas to
solve these problems. Despite much
press enthusiasm at the launch of the
Business Charter, since then we have
heard very little from that quarter; of
the Charter's puiding lights, the
Federated Chamber of Industries'
Arthur Hammond-Tooke went so far
as to decide to take up a post in
America. Perhaps he knows some-
thing we don’t

The lack of borrowing by private
consumers seems Lo be less politically
inspired and, instead, has more to do
with government econonuc policy and
the after-effects of the recession,

Since 1980, the average disposable
income per capita of whites has

plunged by 22,5 percent and by blacks |
by 5,2 percent, The massive fall for|

whites 18 mainly due to the fact that
since 1980, the increase in direct
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personal taxes as a proporation of
current income has almost doubled

In a word, then, private consumers
have been so badly hst bytthe recession
and tax increases that many are simply
strupgling to survive

This poses a serious problem for the
gavernment's growth strategy, which
involves two phases. Firdt, a phase o
improved cxport volumes and prices
which we have been experiencing
during 1986 Then, in addition 1o the
above, a phase of higher consumer
spending which is financed by rising
incomes and bank credit.

It 15 this second phase - so essential
if growth is to be sustained — which
the government 15 trying to ipnite
through lower interest rates So far,
they have had not much suceess

in the face of consumer resistance,
the government will either have to
case the load on private consumers by
cutting personal taxes andfor GST or
it may have to forego the upswing

While the government is reluctant to
cut Laxes because it necds the revenue,
my bet is that next year will bring
some Lax culs, particularly as 1t will be
at Jeast a mini-eleclion year,

What all this means 15 that the
government 15 encountering major
preblems in moving the economy out
of the trough of recessran

Looking at the situation on a sector
by sector basis, we can therefore
cxpect some improvement from
agriculture next year, following this
November and December's rains

We can also expect continued
tmprovement from the mining sector
as gold and olher metal prices
ymprove This in turn should produce
ancther bull run on the stock
exchange,

But as far as the rest 15 concerned,
the prospects are not VCry
encouraging. Most of the moncy
available in manufacturing, com-
merce and finance will probably go
onto the stock exchange and into
financing take-overs — both of which
serve to redistibute existing wealth
instead of creating new wealth

Overall, projections for next year's
growth rate range from a modest two
percent (0 an over-optimistic six
percent My own prediction is for
twao or possibly three percent increase
— which is, of course, wholly uscless
in terms of resobving social problems,
such as poverty, the housing shortage
and massive unemployment

But 1n order to tackle these
problems, we would first have 1o rid
ourselves of apartheid and the
government which uphelds it

How's that for a New Yecar's
resolution for 19877

Braamfontein Centre

@ Single offices and two rocomed office suites
: ® Rental from R200 pm.
* @ On-site parking for tenants and visitors

Total House

® Suites of 60m2, 105m?2 and 230m?2 available
® Landiord will undertake modest alterations
® Adjoining Braamfontein Hotel
® Basement parking for tenants

American Intemational House

® A suite of 435m2 available. Subdivisible into units of
150m? and 285m2
® Landlord will undertake reasonable alterations
® Basament parking for tenants
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THE pending general election has ruled
out the possibility of a formal Budget be-
ing presented to Parliament before the
second half of 1987.

It has also put paid to any likely major
fiscal and monetary reforms flowing
from the Margo Commiission being intro-
duced into legislation before 1988.

The election has also put on ice several
crucial constitutional issues introduced

CHRIS CAIRNCROSS

ly need to be dealt with.

These factors have angered right- and
left- wing opposition political parties
who stress that these are all issues which
should be part of any election.

In announcing the election, President
Botha indicated that the main Budget
would not be presented during the short

during the last session which now urgent- session starting in February. ism and a pure election ploy”. |
Record second-half for CSO L THE mortgage rate
.. war has flared up
again after the holi-

BRIAN ZLOTRICK
Investment Editor

i R il
THE recovery in worldwide sales of  (E&g5
rough diamonds accelerated last  |&&
year with Central Selling Organisa-
tion {CSO) sales jumping 36,2% to a
record second-half of $1,343bn in
1986.

Total CSO sales in 1986 hit’ $2,557bn,
40% up on the previous yeayr's $1,823bn,
but are still short of the 1980 peak of
$2,723bn.

In rand terms the sal e at a peak of
RS5,9bn, up 47% on 1985/and this largely
‘reflects the progressivé weakening of the
rand in recent years‘against the dollar.

The average rand/dollar exchange
T LT _.._::._ _— | om'a pp ow oom " .T"_“ "r

Pending general election puts SA Budg

This means that only a Part bﬁwﬂo ri-
in

ation Bill (mini-Budget) will be ta
order to prop up the immediate fiscal
needs of the ury and other State de-

partments. *
The main Budget will, therefore, only

be tabled in Parliament around August.
Progressive Federal P spokesman

on {inance Harry Schwarz deseribed the

decision as “straight political epportun-

day lull with the NBS
reducing its home
loan rate from 15% to
13,56%, with immedi-
ate effect for new bor-
rowers. Existing bor-
rowers will enjoy the
cut from April 1.

This makes the NBS
new rate, together
with that offered by Trustbou, the lowest
among the building societies, although
one percentage point higher than the
home loan rates offered by Barclays and
Standard banks.

The UBS, too has cut its rate, from 15%
to 14% for new borrowers but effectively
from April 1 on existing bonds. UBS had
lagged behind in the rate-cutting war
which flared up in December when Stan-
dard Bank entered the homeloan market
with a 12,5% mortgage rate.

The Standard initiative was followed
by Barclays meeting the competition
and with most societies coming down fo
the present 14% on new honds — the
reduction applying to existing bond hold-
ers from the beginning of April.

The small EP Building Society and
Trustbou, essentially a bank-controlled
institution, cheekily cocked a snook at

Gold shares continue t

GOLD SHARES continued to race ahead
on Diayonal Street yesterday to bring
‘_.,.m...—_::,__‘..u.,_:unmmﬂnﬁ:__.
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He said there was more than safficient
time to present the main Budget before
an election was held at the end of wva

Schwarz called for the full Budget to
be tabled in Parliament in the first ses-
sion so that government’s management
of the economy could be fully discussed
during the election campaign.

It was a purely political game to “hand
out the sweets first” before an election,

he said.
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HAROLD FRIDJHON !

the industry’s giants by bringing their
rates down to 13,5% at Trustbou and
13,75 at the EP. :

Cape-based Syfrets is quoting 13% on
home mortgages.

NBS managing director John Bennet
told Business Day last night the lower
rates for new borrowers would have
little effect on the society’s profits but
when the reduction encompassed the full
book profits would be dented. However,
it would not affect the forthcoming JSK
flotation.

Asked whether the reduction in the
bond rate would lead to further cuts in
deposit rates, Bennett thought not — at
least not in the foreseeable future be-
cause of the fierce competition in the
market place for deposits and savin

MERVYN HARRIS
and LIZ ROUSE
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ECONOMIC un- . o | :
certainty will be
prolonged as a re- - u
sult of the general - . .
election delaying '
the Budget.

And a rleading ,

aimes Saps resolve
what. little - ‘busi-

ness confidence

there is will be undermined by a neg-
ative, defensive election campaign by
| the the ruling National Party — as
seems likely.

“What we need is a forward-mov-
ing, direction-giving campaign,” he
says. “This would act as a boost for
3nmestic and international confi-

ence,”

Several leading economists believe
President P W Botha should, to coun-

" ter the uncertainty, make a major,

statement on economic and tax policy’

in February/March.

The delay in the Budget will mean
government will only be enunciating
its fiscal and monetary policies in
August during the second parliamen-
tary session.

It is not expected that a new direc-
tion or stimulus will be given to the
' economy in the Part Appropriation

LINDA ENSOR

Bill, as this is normally a holding
operation to tide over government
departments until the full Budget is
passed.

One serious implication of the de-
lay — if government does not reveal
its hand — is that companiesWishing
to undertake investments and new
projects will be operating in the dark,
as they will not know what tax.rate
will prevail PR

Investment decisions couldsbeide-
layed for six months to enable a full
assessment of financial implications.

“One thing we have'to have is cer-

tainty in the tax law, otherwise no |

future planning can take place,” em-
i)hasises Arthur Young tax consultant
an McKenzie.
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‘Govt pohcy

JOHANNESBURG. — The pre-
sent high inflation rate is a
result of government misman-
agement of the economy by al-
lowing a buying spree on cred-
it when the gold price rose in
1980, says the director of eco-
nomic consultants Econome-
trix, Azar Jammine,

He also suggests that the for-
mation of huge conglomerates
was an inflationary factor.

A report from Econometrix
forecasts that the real value of
the rand — with a buying
power nearly half that of seven
years ago — will have shrunk
to 35¢ by the end of 1987.

Jammine is reported as say-
ing that the results of his orga-
nization’s studies underscore
the mounting concern of
economists over SA’s failure to
follow the lead of its Western
trading partners in finding so-
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lutions t inflation.

He believes that, because of
hotly debatable weaknesses in
the composition of official stat-
istics, the full shrinkages in
the rand’s value may be even
worse than those reflected in
the Consumer Price Index
(CPL).

He says that even the CPI
concedes that a basketful of
household items that cost R100
in 1980 now costs around R240,
with the annual rate of infla-
tion running close to 20%.

The result is that the pur-
chasing power of the rand has
plunged from R1 in 1980 down
to 44c, with a deeper slide
threatened as economists des-
pair about the inflation spiral
and its impact on living stan-
dards. \

Jammine blames govern-
b _

{ high inflation rate

ment mismanagement of fiscal
and monetary policies as the
main cause of inflation.

The way the private and pub-
lic sectors allowed wages to
gallop higher without any com-
mensurate increase in produc-
tivity is also to blame, he says.

The ambition to start closing
the wage gap between white
and black employees was
“commendable”,

But government's error was
“the failure to find simulta-
neous remedies for SA’s

,dreadful productivity record™.

“The numerous structural
faults in the economy are well
known. But the private sector
must carry part of the blame
for our present inflation head-
aches.”

Jammine explains that the
temporary boom at the start of
the 1980s set in motion “a mas-

sive movement towards big-
ness in business, with large
corporations growing even
larger through a succession of
takeovers of smaller com-
panies and the emergence of
massive concentrations of cor-
porate power’”.

“It's a conventional issue but
I'm convinced the sheer size of
business enterprises can
cause hiccups in classical eco-
nomic theory.

“Unhappily, it 15 obvious
that many giant corporations,
rather than reduce prices,
have simply resorted to reduc-
tions in production, hoping
high prices will balance lower
sales.

“"However, they have caused
more unemployment and load-
ed the problems elsewhere.”
— Sapa




-\
FORECASTING ( 4%

Out on a Iimb ﬂ\\g

While doctors bury their mis
(South African) Cabinet ministers tradition-
ally ignore theirs, economic forecasters are
less fortunate. When they are wrong, there is
no escaping the consequences and ithey are, i
consequently, the butt of endless jokes. |
Now, a study of South African economic
forecasts has vindicated their work.
Analysis by Eon Smit of the University of
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Stellenbosch's Business School and Gilbert
Wesso of the Peninsula Technicon has estab-
lished that the forecasts in question were
“reasonably accurate” and compared fa-
vourably with similar forecasts by the Or-
ganisation of Economic Co-operation and
Development.

By examining forecasts with a time hori-
zon of one year, published in the last quarters
of the years 1979 to 1985, it embraced a full
economic cycle.

Subjects of the study were:

Barclays Brief:

Eeonomic Prospects, University of Stel-
lenbosch’s Bureau for Economic Research
(BER);

Quarterly Forecast of the SA Economy,
Rand Afrikaans University’s Econometric
Study Group;

Economic Review, Sanlam;

O Standard Bank Review; and

Volkskas's Economic Spotlight.

By combining the various forecasts, the
researchers also established a statistical
average representing a consensus forecast.

No one participant consisten tly performed

best or worst, though MJ.h.in__r_h:\l\i’mited |
range of the study Sanlam fares best,” says

the report.

The C@S;HSUUE@(JMES second and
«E@E@i The researchers point out, how-
ever, that a small change in choice of period,
variables used or revisions of Reserve Bank
data could influence results,

A breakdown of the forecast into various
categories shows that:

Sanlam was most accurate in predicting
percentage changes in real private consu mp-
tion expenditure, real gross domestic fixed
investment and real gross domestic expendi-
ture;

BER most successfully predicted changes
in real exports; and

Barclays changes in rea) imports, goods
and non-factor services,

Predictions of GDP tended to be over-
optimistic;

3-Valkskas was responsible for the most
accurate predictions on inflation: and
Standard Bank for the best predictions of
the current account of balance of payments,

Overall performance leads the researchers
to conclude: “Lack of confidence in SA fore-
casters is groundiess. They make a worth-
while contribution in that they reduce the
uncertainty with which decisionmakers
work.” |
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FOREIGN EXCHANGE

|Stability amid turbulence

5 With relative stability restored to the rand in | of volatlhty Starting positively enough, an Shd]ng along SR AN
'. the second half of last year, it is easy to | improving BoP and unwinding of unfavour- | | Tand Ve TGnT duemge—y—--—-—"—'-
| forget the turbulent past. Certainly 1986 was | able leads and lags (a result of mines again Rand/Deutschmark [Month average) R/D
: not nearly as dramatic as 1985, which saw | being paid fully in rand for gold sales and } |,s0] /3 V7
| the rand collapse, markets temporarily | exporters having to cover forward within | |30 B 8
F closed and a unilateral standstill declaration | seven days of shipment) led toa 30% rise in | | ., # 5
f on part of SA’s foreign debt. the rand’s effective exchange rate. Between | | ;. [
| o ., | December 18 1985 and March 13 1986 it | | 1oq "
! %...,,“Wf:m e Poundmg away { rose to levels that would prove the year’s o 1.2
’ pgundma.-.d (Month average highs against many currencies — US55,34c, 20 P, .
] =T 1°°°t | DM1,16, Y92, and £1 bought R2,85. The | | "
Standard index also hita 1986 peak of 55,34. | | }”-9 |
360t |  The currency subsequently dipped ner- ] 0.8
/ \=/ vously ahead of the initial April 15 foreign Ot T Tr?lﬂ-?
debt repayment within the standstill “net.” | {__ 9% _ 1986 e Standara Bavt
300 It soon regained most losses but then,
/ while the dollar fell, Bank reserves dipped to | 12 low and by November 21 had appreciated
el | Jittery levels (81,4 billion at the end of June | by 23,7%.
\/" — the lowest since March 1978), undermin- Indeed, in September the Bank, with its
! e ing its ability to support the currency. I eye on exporters, restrained the rand from
Wt m W T WV Unfavourable leads and lags re-emerged, { appreciating too far and was at times even a
1985 1988 ¢ purco Standard Bank and political crisis deepened prior to Soweto | net buyer of dollars. By end-September the

Day on June 16 with a State of Emergency | rand had appreciated to US45,3c, 69,2 Yen,
For excitement, 1986 was no match; in | reimposed on June 12. The rand plunged to | DM0,91, and £1 was R3,26.

deed, it was boring for dealers. Authorities | its lowest-ever trade-weighted value and With the higher gold price the Bank now

and companies involved in international { against major non-dollar currencies. As the | had the reserves (32,4 billion at the end of

trade, however, were satisfied. Even the de- | crisis deepened and capital continued to pour I October) to support the rand and, more im-

bate that raged over the desirable extent of | out, further depleting reserves, rumours were | portant, was seen to be more in control.

Bank control seems to have quietened since | strong that the Bank was about to tighten With extra reserves the Bank could also
speculation mid-year that further controls, | forex controls, and even peg the rand. | improve forex intervention methods. No
¢ven pegging, was on the cards, But this did not happen to the extent | longer confining trade to brokers, it began

But satisfaction over recent performance | feared. From mid-June the currency re- | dealing directly with banks quoting doubles
should be indulged with the greatest caution. | gained ground against the dollar and the | through the screen from August. Its position

Conditions change rapidly, often brutally. It | pound; though against other major curren- | was thus visible to all.
| is a slippery floor on which the rand can | cies it dropped even further. It is also significant that this appreciation
slide, especially given the hostile environ- Only in September could a rising gold | was by a lesser amount, more gradual (as
ment that government and many local com- | price help the rand rally against all major | was the reversal of unfavourable leads and
| panies face in international markets. currencies — its second major appreciation | lags), more stable and more firmly based

A further aspect often forgotten in these | of the year. On September 15, the effective | than January’s rapid rise. Importers were
calmer times is that the currency might be | rand exchange rate was 17,9% above its June | not rushing to cover forward imimediately.
stable but is certainly not strong. A few years '
ago people would have joked about a rand
that bought US45c,

|~ Only around June to August the currency RAND BOOST FROM GOLD
hit all-time lows against major non-dollar
currencies — 58,2 Yen (August 19), | Gaining from the doilar’s weakness and moderately bullish, with a further weak-

DM0,77 (August 25), and £1 was R4,24 | the stronger gold price the rand rose to ening of the dollar and appreciation of the
I (June 13). Standard Bank’s trade-weighted | 1S46,46c on Tuesday from US45,20c at gold price expected.

index (a basket of 15 currencies with the | the end of last year. The dollar reached 2 Citibank says the rand should remain
dollar half the weight) too was at an all-time | six-year low against the D-mark of moderately stable in the US45,4c-
low of 38,83 (1983=100) on June 13, DM1,92: gold broke through US3400. US46,4c range. It agrees with Reserve
|  Of major currencies, the rand firmed only The rand has also appreciated against Bank support, saying: “The stronger de-
against the dollar and pound over the year, | major third currencies: from DMO0,881 to termination of the rate was probably the
from US39,35c at the beginming of the | DMO0,894; 72,4 yen to Y73,86; and from Central Bank’s desire to see stable cross-
| year, to about US45¢; £1 was R3,65 and | R3,24 against sterling to R3,18. Stan- rates against the major currencies.”
closed the year around R3,20. By contrast, | dard Bank’s trade-weighted average in- However, it doubts if the Reserve Bank
| the rand started at DM0,97 and Y79,7 and | dex rose to 48,70 from 47,64 the previous will be able to continue supporting the
ended around DMO0,9 and Y73,2. week (100 in 1983). currency at higher levels.
|  With these provisos, the rand “stabilised” | The Reserve Bank is believed to have One reason cited for a moderate in-
and strengthened against the dollar and supported the rand by selling dollars in a crease in the rand is the political mileage
pound in the latter half of 1986. thin market. Sentiment appears to be from a stronger currency at election time.
l_ In the first half the rand had its fair share -
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THE ECONOMY
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NOW that the New Year festivities are
over, we can take a more sober look at
economic prospects for the coming
year,

While the chances for a mild
€conomic upswing continue to look
good, this will not be an easy year,
financially, for most of us.

In particular, job creation isn’t
likely to improve enough to make a
meaningful dent in existing unem-
ployment levels.

And although wages and salaries
may imprave, there is little likelthood
that this will undo the damage caused
to living standards by the last few
years of high inflation.

S0 how does the ordinary person
cope with all this?

One possibility is, of course, to
emigrate, But for those of us who
can't or don't want to, we need a
strategy to help us to get by.

I have some modest advice here.

First, though, let me say that if you
are a director of 10 or 20 companies
then my advice will be of no use.
Secondly, if you are down and out,
what follows will be of no use either.

What I have to say really applies
nly to people with a salary, wage or
>ther steady income who also have
some savings, even only a small
imount, stashed away somewhere.
And it applies only to 1987.

The main problem we all face right
now 1$ how to cope with inflation.
Currently running at between 18 and
20 per cent a year, it shows no sign of
zasing significantly, Nar will it during
this year. "l o E-
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survival in gloom year

The rand continues to remain weak
and, even though it has picked up a bit,
the authorities are likely to want to
keep 1t weak in order to give exports a
boost.

On the internal front, government
spending to stimulate our ailing
economy, suppress dissent and beat up
our neighbours shows no signs of
easing -— thereby contributing to
inflation. If wages and salaries do rise,
as seems likely, this will be a further
{though not major) cause of inflation.

The question 15: how do we survive
in this inflationary environment?
Well, 1f you can't beat 'em, join 'em.
If the authorities cannot or will not
bring down inflation, then the best
way to survive 1s by getting in there
and spend, baby, spend.

But will this strategy not contribute
further to the inflation I was just
complaimng about? Indeed it will. But
what is the alternative?

Should you be foolish enough to put
all your hard-eamed savings into a
savings or deposit account — where

you will be paid between 5 and 10 per

cent interest (before tax) — you are
on the road to financial disaster..

- ik L

=2 L B o I B —~
[ —r o 0 (D -
pos — _
5 apbg s O RVE 2 AR
SgRg<amEREgEsAa
I.v-._ll._f.._‘ ma.ﬂ_._m-ﬁluﬂ_..ﬂ mm M.l.__.
e ey ﬂ..n.n - n.ﬂ_Uu._. 47
! =L 2 B oM ag o
Eﬂusd E g8 G oo T__:.w
= g oy 0 e L —
SERERBansal8Ba 2
O, & m.dmm\muﬁummr:;u
PR Re 0 ok oD, 2
[ e (TG g 20 = o g
= I iy S Sy
n e - Em BoeE R3S g
o Tt Rl 2 e A R
H8 8 &=v £ hE e o3
= VIR~ qllumquﬂm
o = R B o (B M
ted 2 O Hﬂﬂqmmmﬂuw.
2 QBoxpooiRzoc
m-_ﬂ_ﬂ_ it » b R i
o= =y B — 3 a3
=2 ., .0 el =3
0 oS B oo0g
£ o g5 =0 b= D e O (D
umpaﬁj o ol

[HJosn ® 2a01d pinoa yoelq 2r nok
JL 23Nn0Y B SUIANG ‘S[QB[IBAR SIS

£

For the benefit of those who
still have jobs and still have
some savings, DUNCAN
INNES offers a personal
finances survival guide

by, say, 10 per cent, prices in the
shops will have risen by double that
amount.

But is it not selfish to spend money,
thereby contributing to inflation,
since this will only make things more
difficult for the unemployed? At one
level this is true. But the other side of
this argument is of course that by
spending, consumers create demand
— which in turn stimulates prod-
uction and provides new jobs.

So an increase in consumer spending
will offer hope to some sections of the
unemployed at least.

However, to say you should spend
still leaves open the question of how
you should spend. Do vou take all
those savings out of the bank or
building society and spend all your
cash on commodities? That obviously
makes no sense. Even in an
inflationary environment you need to

makes much more sense to borrow the
bulk of the money required for your
purchases, using only a small
proportion of hard cash as a first
payment. With institutions lending
money at between 12 and 15 per cent,
it pays to bommrow while inflation is as
high as 1t 1s.

Negative real interest rates, which
we have at the moment, mean the
borrower 15 beating inflation.

However, this assumes both that
inflation will remain high and that
interest rates will remain low. But
will they? ,

I have already argued that inflation
will probably remain high this year:
that 1s, above 16 per cent. As far as
interest rates are concerned, there is a
feeling that one effect of sanctions and
disinvestment will be to push up
interest rates.

Although this will probably happen
eventually, I can't see any ‘major
nardening of rates this year. The
famous economic upswing we hear of
is still far too sluggish, and financial
institutions are desperate to lend
money. Proof of this is not only the

. R

have some cash on hand.
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So, for the rest of this year, interest
rates should remain low and certainly
below the rate of inflation — although
we could see some hardening in the
latter half of the year.

This means it makes sense to borrow
money now to repay before the end of
the year — as long as you can afford
the monthly repayments. And
remember, although the so-called
going rate for borrowing money may
be 12 or 13 per cent, these rates are in
fact negotiable, so it pays to shop
around.

But what about borrowing money
for a larger purchase, such as a car,
which would have to be paid back
over four years?

Loans come in two main categories:
fixed interest and floating. In the

latter case cue pays the going rate,
which obviously fluctuates; in the
former one pays a set rate (usually
slightly higher than the floating rate)
which does not change over time.
With fixed interest loans available at
about 15 per cent for some
commodities, you could do worse than
take out a four-year loan at these
rates.

So you should spend on
commodities, because if you think
they are expensive now just wait until
next year.

This kind of spending should not
necessarily involve a massive cash
outlay, but should preferably be
borrowed. If the loan is short term ——
that is, up to a year -~ a floating rate
is preferable since interest rates may
still come down further this year.

If the loan is for longer than a year,
it 1s safer to take it at a fixed interest
rate.

This strategy still leaves us with

most of our savings intact. Given, as I
argued eartier, that it makes no sense
to leave it in a savings account (thoughj
some should remain there), whag
should you do with it? -
The obvious answer is to invest 1t.

But where?




open $408,84 ($409,50) |

i R ok LR 11--'!!’--1!' 2

T AN GO TTTTZLLLY (ZUGS,0) T K 1 close
1448,0 (1436,0)

Indust

' currency
. |

ZoIzr after
~ European

HMS)
that the US

~—--L1a
- AN

[ e X ]

r touched a
-zzinst the

—_—

w changes

- key Euro-
=-1ow trad- .

~ were sell-
billion of
ar strong

Aryxy

'I-l"-l'“ - p
- e I
EL Yl B

=% afloat,
v & fragile
= Sales of

=---=tiag0ly,
&"{;j' trﬂd'
ther doilar

:E’:i, chief
woneis Sa-
that spe-
i jnterna

L.
iy BLLLELE: Y i .1

0. percent

currency
il -. that
= deficit
months to
billion for
11l keep

and

1~ .
id

pressure on the dollar. The Fed

r

- will keep interest rates down and

perhaps lower them further.
- This means that less Japanese

and other foreign investor money '

will pour into US capital markets
and support the US currency.

“President Reagan’s hands are

tied over Irangate. It is hardly

surprising that the dollar is falling

H . " 'E'd

Arnold, precious metals analyst at

. Merrill Lynch Pierce Fenner and
Smith in London. He notes that oil .

prices have surged to nearly $19

in Europe because of the worst

winter freeze in many a year.
After a nervous weekend of bit-

ter negotiations, European minis-

ters revalued by three percent the
Deutschmark and Dutch guilder
against the French franc, Italian
lira, the Danish Krone and Irish
pound. The Belgian and Luxem-
burg francs were also upvalued
by two percent against the weaker
European currenciesin the EMS.
EMS officials said the dollar’'s
decline in the past year, rather

than economic problems within

the European Community, “was
the real reason for the weekend
realignment of currencies”.

Since the historic meeting at the
Plaza Hotel in New York about
13> months ago, the dollar has slid
by 35 percent against the Japanese
yen and Swiss franc, by 30 percent
against the Deutschmark. |

Against weak sterling, the dol-

4 %

Dow close

L

lar has fallen by three percent. Its
average fall on all currencies is
nearing 20 percent.

-“The sharp depreciation now
surpasses the currency’s decline in
1877 and 1978, notes Salomon
Brothers. '

Asked what the Community
would do if the dollar slumped fur-
ther, West German Finance Minis-
ter.Gerhard Steltenberg said talks
on this
because it was so “difficult”,

:The dollar has remained persis-
tently weak, partly because sever-
al Asian countries from Hong
Kong to Singapore and Taiwan
have their currencies linked to the
US unit. :

Imports from those nations are
pouring into the United States and
Europe.

‘Taking a contrary view, Bren-
dan Brown, head of economic re-
search at London investment bank
County NatWest Capital Markets,
says that the dollar will strength-
en later this year. "

The reduction in British unem-
ployment to 6,7 percent from 7
percent indicates that the econ.
omy is improving, he says. The
Fed will be forced to tighten
money policy in spring because of
accelerating inflation and higher
interest rates will boost the dollar.

"We are probably in the final
phases of a sell-off,” says Mr
Brown. *“Once that happens the
dollar will be a good buy.”
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‘chairman and chief exec-

utive and the enforced

resignation last month of.

Mr Roger Seelig from
Morgan Grenfell, former
advisers to Guinness.

All three were mem-

. bers of the five-man

Guinness “war cabinet”
which masterminded

. Guinness’s tactics” during

its battle with Argyll for
control of Distillers.
In a prepared state-

ment Mr Roux said: “I
have at all times sought
to act in the best inter-
ests of the company and
its ‘shareholders. The
board has now to consid-
er the appropriate struc-
ture to carry to company
forward in the long ferm

and I believe that it is . Roux last Monday to
Tproper for me tovoffer -+ (Guinness's solicitors out-
lined the operations and
. Mr Roux’s resignation'-also precipitated the
was regarded as inevita-

my resignation.”

casualty

ble after he admitted last
week to being intimately
involved with the wide-
ranging price support op-
erations carried out to
boost Guinness’s share
price during the bid for
Distillers.

A letter sent by Mr

downfall of Mr Saunders.
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Economic
upswin
will be

patchy

The economy goes into
the year on a see-saw,
with good signs for ex-
ports, retaii sales and
manufactyring produc-
tion but poor prospects
for car sales, credit de-
mand and real estate
turnover. _ -

This~iz the view of 'the

—Starianl Bank {o e

test ‘ecbnomic report-
which Poncludes that
while the chances of
mcaningful higher dom-
esti¢ growth in 1987 re-
main good, the economy
is npt about tp take off
rapidly.

“Moreover, the in-
vrease in activity has so
far produced virtuaily no
improvement in employ-
ment and this indicates
that the recovery will re-

I'main patchy at least for

the early months of the

't year}” says the report.

Pointing out that infla-
tion/ remains a serious
problem, Standard says
this/spiral wili add to the
othgr “fundamental diffi-
culties facing the coun-
tr};I’. making it nearly

t impossible to achieve the

kind of growth required
to rreduce unemployment
mezningiully,”

Tihe Liberty Life Asso-
ciatliop also sees inflation

"major factor mi-
tigating any long-term
upwiard trend in econom-
ic growth”.

“The Government’s ex-
isting fiscal and mone-
taryl policies do not, at
present, address the
structural problems
whigh are giving rise to
inflation and any down-
ward movement would
be purely temporary,”
says Liberty in its Eco-
nomic Review.

" Pointing to unemploy-
ment as one of the main
factors contributing to
the unrest situation and
lack| of confidence among
black consumers, the re-
porti adds that there has
been a continued decline
in reat incomes hecause
of high inflation.

“While the rate of in-
crease in nominal remu-
nergtion was 14,7 percent
in the setond quarter last
yeal, real wages were 2,5
percent below those at
the same time in 1985.”
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Decision on

homes subsi

By Frank Jeans

The Government is almost certain to
raise the first-time home-buyers’ sub-
sidy from R40000 to R55000 in the
wake of lower interest rates.

This follows mounting pressure from
the National Association of Home
Builders and a decision could be made
by the end of this month.

“We believe the ] g
substantial reduc- { ghuhs
tion in bond rates

“which, in turn,
‘means a pro rata
rate cut in the use “R45%
of state funds for ; P 1}
the subsidy - i
scheme, is a
strong element in
favour of the
association's
proposais for an increase,’says Mr
Johan Grotsius, executive director of
the NAHB.

“A rise in the subsidy limit would in
no way affect the use of the scheme by
people of all races whose income does
not enable them to use the permissible
amount in full.”

While the first-time home subsidy
has been a boon to an etherwise strug-
gling building industry, and has helped
to maintain stability in this particular
sector of the residential market, rising

costs have offsef the advantages and.
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SA Bias share:
‘expectation o

By Gareth Costa
SA Bias shares rocketed 85c to 435¢
yesterday, fuelled by rumours that the
company is to produce earnings about
30 percent higher and a dividend
payout around 40 percent up for 1986.

The company’s managing director,
Mr Christopher Seabrooke yesterday
said he could not confirm the rumours,
but he added that profits were at least
in line with the 30 percent prediction in
the annual report.

He said SA Bias Binding — one of
the two major profit contributors in

‘the group'— was doing “very well”,
and that the 23 acquisitions made over
the past four or five years were begin-
ning to pay off.

“I expect a substantial increase in
pre-tax profit for the company in
1987.”

Mr Seabrooke said Merhold, holding
company for Merchant Shippers and
Mertrade, would be listed some time in
the second quarter of this year.

Merhold’s nature was changing from
a confirming house into financial ser-
vices and trading.

“We have switched to a secondary
banking operation where the risk is
less than in confirming.”

Mr Seabrooke said Merhold had done
some investment banking — it was
one of the financiers involved in Maec-
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BUSINESS DAY, Wednesday, January 14 1987

INVESTORS' reluctance 'to make
the most of investment opportuni-
ties, - theréby stunting -economic
| growth, has~paradoxically ;under-
| mined-SA’s*traditionally:high pro-
+| pensity: to.save, says Barclay’s lat-
' est B%siﬁesfs*Bﬁef. Goab
1. Inflaitjﬁni‘,&si:]ueezing personal in-
comes;jsand: encouraging anticipa-
.|.tion buying ahead of expected price
Jincreasesihas seen personal, sav-
m%s =, as:a percentage. of dispos-
‘able ihcome — drop from an aver-
age 9,6% between 1972-1977 to 7,6%
;in_the périod 1978-1983. .. =
- The figure dwindled to A low of
1,5% in:the third quarter of .1986.
‘The expectations are,that there
will be; no, steady rise, in private
.consumption spending:in the short
to medium term,
s.:However, SA’s gross. domestic
sayings as a:percentage-of*GDP

‘istrial ‘countries. Only Japan' bet-

Germany, the UK and the US all
have lower rates. - -
" Despite’ SA’s public-sector dis-
saving'in.the past three years, the
favourdble ;gross savings position
| has beén; maintained through sig-
‘nificaiit increases in‘corporate con-
tributiof. A

+ Retained profits increased -from
Just under 22%. in 1978 to just under

b

‘compares favourably with other in-

ters SAls: gross savings rate. West-

Personal
savings 4
dropping

I HELENA PATTEN . I

. 3!1‘;’%: in 1985. Also, prqﬁisi'on ‘for de-
preciation has'been boosted by an

L

. Inflationary -environinent,:trising
. from 52% to over 64% between
1978 and 1985. - mp gadT _
“The national savings propensit
has thus been maintaine’h aI;:ea rej:
-Spectably high .level,” says. Busi-
ness Brief. L ‘
- “If anything, it could be argued
that the failure of investors to take
up the available investment oppor-
tunities in recent yearsiin: itself
restricts the growth.-of,domestic
savings, because.reduced.invest-
ment spending reta:fdgjiﬁggmqeﬂgen-
eration out of whic

made.” - iy i %ﬂ%ﬂi&s e

) . IR T LT
* Investment spending’ha¥'been an

alarming 15% lower than’domestic
saving between thevbeginning of
1984 and the third:quarter. of 1986,




| CHRIS CAIRNCROSS I

REPRESENTATIVES of the Publie
Servants Association (PSA) are to
press for blanket pay increases of up
to 15% at a meeting in two weeks’
time with Alwyn Schlebusch, Minis-
ter responsible for the Commission
for Administration in the President’s
office,

If agreed to, the increases will be in-
troduced from Agril, boosting the civil
service wage bill by R1,5bn to R11,5bn —
which would account for almost a third
of total State expenditure.
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ers at least R200m last year, is R50 ¢gp.

Government sources indicated yester-
day that the pay demands would almost
certainly be met — as an obvious “sweet-
ener” {0 an important section of the elec-

—

PSA pushes
gettin§a rises. p\ﬁ{\ﬁﬁ;ﬂ' I é

But, at the same time, they demand

that government should indicate clearly

The PSA will also ask for a substantial
. _rise in the ceiling on the low-interest soft
(“loans to civil servants for property pur-
chases. The present ceiling for this 100%
subsidy, estimated to have cost taxpay-

torate before the general election.

thkey had ro quarrel with civi

® To Page 2 ':>

av hikes
gozm ﬁﬂ}l}wﬂ

ere was more than enough time to deal

with it before Parliament rose towards

how taxpayers were going to shoulder {pe end of March.

this extra burden.
PFP finance spokesman

Schwarz said government should not an-
nounce any pay increases prior to the
election.

He added that the Part Appropriation
Bill (minij-Budget) to be tabled in Parlia-
ment this session as a stop gap ~— with
the main Budget delayed to Xugust —_
was not the right place to announce these
increases, particularly as the manner of
financing them will patently be ignored.

Schwarz said government could not
hlame people for seeing any pay rises as
a political ploy — and for treating them
as such. |

He again called on government not to
delay tabling the main Budget, adding

Harry

- PFP MP for Edenvale Brian Goodall

commented that the burgeoning size of

the State’s wage bill clearly demon-
strated SA was now saddled with a bu-
reaucracy that was far too costly to
maintain.

The State’s expenditure now repre-
sented 30% of SA’s gross domestic expen-
diture, amounting to a vast movement of
resources from the private to the public
sector - to the detriment of the long-
term health of the economy.

He believed the mini-Budget would be
a farce, with government intent on pre-
senting only good news {o the electorate,
and likely to demonstrate a marked

re-
luctance to deal with any of the Struc“ll:‘

al problems facing the economy.

Opﬁositiun spokesmen said {!,resterday
servants

A
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THE BUDGET @ &
An August date?\

The constitution precludes officials from
confirming that the main Budget will be
delivered around August, but it can be taken
as read. The delay is for practical reasons.
The mini-Budget will be delivered in Febru-
ary after the no-confidence debate, prior to
the general election in April or May.
Latest government spending and revenue
figures give little room for pre-clection voter
pandering, however, Spending for the first
eight months of the fiscal year, to end-No-
vember, figured at 18% against a 13,9%
estimate, Revenue increased by 13,6%.
The estimated Budget deficit was then
already exceeded, at R4,3 billion for the first

eight months. Budget watchers expect the

final deficit to easily exceed R35 billion, but
at least its financing will be helped by the
recent fall in interest rates.

It is normal practice to postpone the main
Budget in election years; the most recent
example was 1981. But this year’s mini-
Budget is likely to contain hints at, or even,
major policy statements. It will also be a
larger statement in the sense that Pretoria
needs to tide itself over until August.

Changes following the recommendations
of the Margo Commission on tax can be
ruled out for the first half of 1986. But by
August, Pretoria would have time to prepare
a White Paper on its attitude to tax reform.

Several media reports have guessed at pay
increases for the public service. This, along
with policy statements in the mini-Budget, is
no more than pre-election salting of the polls.
But the latest spending figures, for Novem-
ber, show that only R3m of a budgeted R1
billion has been drawn down from the new
title “improvement in conditions of service.”

It is more realistic to speculate on changes
to the structure of corporate tax — which
could be unpleasant. Corporate tax is almost
certainly on the agenda for the mini-Budget.
This would follow Finance Minister Barend
du Plessis’ statement last year that individ-
uals pay too much of the tax burden.

Rl

40

l.:ﬂ Minister D tax
changes for companies?

State President P W Botha may announce
the date of the main Budget before the gen-
eral election. But the date of the election
itself must be set before officials can confirm
that it will be in August. Ve |
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DEBT STANDSTILL

Doing the rounds

Another round of talks-between SA’s debt
negotiators and foreign creditor banks 1s to

take place this month. |
ThlI?BE members of the second Standstill

Co-ordinating Committee (SCC) set up in
April 1986, finance Director General Chris
Stals, Reserve Bank deputy governor Jan
Lombard, and legal adviser Willem c!u Ples-
sis, left for Europe last week. According to 2
Reserve Bank official, they will “visit some
creditor banks to discuss debt repayment
rrangements.”

; Detgails of the trip are being withheld fr‘nm
the press. The issue is sensitive fqr cr_cdlltor
banks, which want to avoid publicity linking
them to SA.

A temporary agreement with 34 banks
was concluded in February 1986 at a meet-
ing at Claridges in London. By it, the stand-

decided, but it is likely that the present four-
person SCC (which includes senior deputy

still on interim debt repayments, in effect
since August 1985, ended last March. Credi-
tor banks (including 330 smaller banks not
directly represented) were due to receive
repayments by June 1987, worth 5% of the
314 billion foreign debt subject to the stand-
still. This amounted to about $700m —
$420m of which was to be repaid by April 15
and a further $80m by the end of last year.

In the event, about $380m was repaid in

April 1986, foreign banks agreeing to roll
over the rest for technical reasons. It has
been widely reported that substantially more
than the agreed $500m was paid back by
year-end and less than $50m remains to be

paid by June, but Reserve Bank officials will
not confirm this.

Also to be repaid by June are bearer bonds

and notes of $89m and repayments to the
International Monetary Fund of $245,2m.

Arrangements for future debt repayments

are due to be made this April, but with an
election campaign coming to a head that
month, it would clearly be to government’s

. . . off to Europe

advantagﬁe if preliminary talks paved the way
for a favourable agreement.

The April meeting is expected to take

place in London. British, European and
American creditor banks were almost equal-
ly represented last February. Presumably
the composition this year will be much the
same. As major creditors, they are unlikely
to have sold their debt at what, according to
recent reports, is the going rate for Mexican

debt — a discount of between 43¢-57¢ in the
dollar,

Who will represent SA has not yet been

governor of the Reserve Bank Japie Jacobs)
will be enlarged. The contingent will be led
by Stals.

Because US banks are reluctant to enter
long-term arrangements with SA, debt is to
be repaid in tranches — with the length of
| period and amount decided afresh each time.
This gives SA flexibility. With no rigid long- |
term commitment, negotiators can assess the
situation each year and plan accordingly. W

N __ /7
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THE ECONOMY

A WORD r.:uf‘ advice for those hard-
rmsed@ntﬂh%"fneans waiting for the
Gonomicrecovery’s— don’ thnld your

%bi't. a'ih .a’? vﬁhﬁg

ail"harc sfplentﬁ?nf talk about the
positive § Sighs o ofrévival, but precious
little acrmmﬂthat can be called
economic grnwth

~ The reasons for all the suggestive
‘speculation are obvious: the
government wants to perk up the
voting public before they go to the
polls, and talk of future economic
health 1s better than admitting present
1l1s.

Businéss also wants to convince the
public that the recovery is on its way.
Consumers and investors are still
sceptical-about the economic and
potitical outlook, and that’s bad for
businéss:’

But. if actions speak louder than
xvurds,#the negative trends are rising
tu.;afscre:am and certainly leave one
wﬂndenng where the recovery will
come frnm

Fr sy

Most! cnmmentators have based their

uptlmlstm predictions on a
cnmbmatmn nf three factors :

QA hopéd -for rise in consumer
5pendmg which would lLift the retail
sector” and generate demand for
consumer goods which might breathe
some life into the generally dead
manufacturing sector.

@Expanding exports, boosted by the
low exchange.rate.

®A hlgh gold pnce and strong
mineral export earnings.

Unfortunately, all three present
more problems than prospects.

Consumers are hardly about to
embark on a spending spree. Private
consumption expenditure, in real
terms — that is, adjusted to take
inflation into account — fell 25%
between 1981 and 1985, and the
downtrend has continued. Retaﬂ sales
shrunk over 6% in the last year,
despite the fact that interest rates have
fallen and credit is cheap.

With both producer and consumer
prices climbing around 20% a year,
and real wages falling some 15% since
mid-1984, it’s no wonder
consumption is down, What’s more,
industry is also reluctant to spend In
the present climate.,

The level of real gross domestic
fixed investment has fallen
consistently since 1980. By 1985, it
had slumped 16%. In manufacturing,
the slide was 15% between 1982-
1984, and 14% from June 84 to June
86. Inventories have been drawn
down as low as possible, and the value
of fixed capital stock has fallen by
over 40%.

This signals more than just a lack of
confidence in the economy — it’s a
systematic process of domestic
disinvestment. Companies are not
ploughing money back into
productive investment, and reducing
the value of their existing plant and
stocks.

The notion of an export-led
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miss 1t too?

Have we all slept through the economic
upturn they keep talking about? No, it just

hasn’t arrived ye

et — and 1t 1sn’t hkely to for

a long, long time, says Auret van Heerden

recovery is an old standard among
business people, policymakers and
economists. Generally, export-
oriented 1ndustrics have the greatest
potential because the international
market 18 so much larger than the
domestic one.

Scouth Africa has always had strong
mineral exports, especially gold, but
manufacturing has a poor record of

export performance. Local
production i1s expensive and
inefficient, and simply not

competitive against the Taiwans and
South Koreas.

Right now, exporters are enjoying a
boom because the rand makes their
products relatively cheap. In 1985,
exports grew 22% over the previous
year, and their average price rose a
respectable 29% — while the rand
returns shot up 58%.

mnw -

The prnble:m is that our range of
exports is disturbingly narrow,
mostly pretty basic minerals, metals,
and raw materials. The strong
performers are base metals and metal
products, and minerals.

The main non-mineral export
products are paper and pulp, chemical
products, and machinery and
equipment. In comparison to mining
and metals, though, manufacturers are
small potatoes. Mining plays a bigger
role In export earnings than ever
before, accounting for almost 70%.

Most sectors of industry have not
benefitted from the growth 1n exports
and dare still saddled with idle
production capacity. Textiles,
clothing, footwear, leather, wood
products, furniture, mmdustrial
chemicals, electrical machinery,
machinery and equipment, metal

products, rubber products, poitery, Jj
canned and preserved fruit and- °
vegetables, and motor vehicles,parts
and accessories, are all producing less .
now than they did in 1980.

Instead of export-led growth, thﬂ:ﬁ}
contribution of exports to the gross
domestic product has fallen steadilly,
from over 45% in the early 1960s, to
around 30 last year.

For most of that period, exports
were overshadowed by imports and
there was a deficit on the current
account of the balance of payments.
Foreign investment and the periodic
gold booms helped balance the books,
until the June 1976 uprisings and
deteriorating returns on investment
convinced investors to start getting|-
out. , -

SA has been exporting money for
the last ten years, and the flow turned] _
to a flood after Botha aborted his| .
crossing of the Rubicon in August
1985. In the last three months of thatj
year R4,4-billion left through the]:

capital account alone, and no-one will 1

ever know how much went thrnugh'g,

motre creative channels. E
This leaves us sitting with a heavy |,

dependance on imports, unimpressive |
exports, and a flood of domestic and
foreign disinvestment. Historically,
South African capital has been unablcl
to break out of this syndrome, and

there is no reason why 1987 shﬂuld
break the mould. '

This 1s especially true when you
recall that business overborrowed
badly to fimance the expansion that |
weak exports and small local markets
couldn’t pay for. Foreign debt as a
percentage of exports grew to 136%
by the end of 1985. This left the
debtors little chance of paying out of
earmnings, and they would-have had to

borrow still more to service their
debt.

Gold, of course, can make even the

gloomiest picture glow. It
singlehandedly makes up almost 50%
of export earnings, provides

employment to over 300 000 people,
generates over 10% of the GDP, and
buys goods and services worth R4-
billion.

It’s not enough, though. Gold is an
anchor, not a sail. It’s played roughly
the same role for the last 40 years, and
does little to alter the Catch-22 of
disinvestment, narrow exports and
expensive imports. Sure, a soaring
gold price will boost the balance of
payments surplus, but most of it 1s
needed to repay foreign debt — so
don’t expect much local benefit. |

Add escalating strike action,
increasing unemployment, a
deepening political crisis, more
intense international pressure and
sanctions, and the chances of an
economic turnaround seem e€ven
slighter. And even if the roller coaster
suddenly zooms upwards, it’s the drop
on the other side we need to worry
about.
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{ ;¢ 2y By Winnie Graham

IAn ln-depth study into the

changing attitudes of black
South Africans toward the Unit-
ed States has revealed the
growth of anti-capitalist senti-
ment and a growing interest in
socialism among blacks.

The study was conducted by
Mr David Hirschmann while a
fellow at Rhodes University,
Grahamstown. His findings
were released today.

Mr Hirschmann set out to de-
termine what lessons South
African blacks had learned from
25 years of domestic and foreign
policy experience of indepen-
dent Africa, what their attitudes
were towards America and how
the current prolonged period of
crisis was affecting these atti-
tudes.

He found everyone “seemed
agreed” that the elimination of
white rule would end the diffi-
culties being experienced.

" One person claimed South
Africa was “tied  to the apron

| strings of America and the Unit-
ed States was pulling strings to

destabilise the sub-continent.”

The extent of anger towards
the President of the United
States, Mr Ronald Reagan, he
| reports, was “broad and deep”.

ANTI-CAPITALIST

The antagonism, however, had
not been translated into a pro-
Soviet foreign policy posture.

Mr Hirschmann records that
the anti-capitalist sentiment,
and the interest in socialism, did
not seem to have much to do
with the ANC or the makeup of
the ANC execiutive,
¢ "It seemed to be based on in-
ternal experiences and internal
assessments, and also on the
close links between the Snuth
African Government and capi-
talist countries,” he writes.

The control of the media by
the South African Government,
he adds, has affected the way
black Snuth Africans luoked at
the worid.

In most instances it had the
opposite effect of that intended.

Educated black South Afri-
cans, he reports, distrust the
medza intensely. ta

Mr Hirshmann reports*black
South Africans had little roman-
ticism about the African experi-
ence. )

He guofes one black business-
man as saying: “The African ex-
perience is pathetic, We don’t
want this to happen to South
Africa.”
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IF the Government delays ::: B!: David SUUtheli increase” for public servants. PY t0 turn a blind eye under the

' i About 30% of voters are directly current depresged economic condi- ¢
glle ain Bludlge%-unultaft%‘ tied to the public service — whether tions — the Government will come
ne %enera eiection, 1t wi lomiolapents and then to pass the  as hushands, wives or children. under renewed pressure to speed pri-

till be able to hand out the 1egislation.” o © Pensioners — they can also expect ~ vatisation,
customary pre-election Ir Schwarz identifies four cate- large increases, Mr Schwarz favours .
sweeteners in i Part Ap ro- gories of voters the Government wiil the creation of special, indexed in- Candldates
l‘ii’:ltiOIl-BiH — the mini- ud- Wwoo: vestment bonds — similar to those in
Y ® Farmers — they can expect aid  the UK — for old-age pensioners Two companies in which the Gov-
get. packages and various relief mea- Mr Schwarz believes the Govern.  ernment has the controlling interest

. Although the Part {Lpprﬂpriatinn sures. “They still believe that raip . ) — National Selections and dustrial
Bill is technically designed to tide  comes from the Government and not ;?segi:gxgianuggh;nﬁl i E:'i‘ff’ ffsfﬁ? i: Selections — are mentioned as ?rime

the State over until the Budget has from the skies.” minimum of 20% in the next finan. Candidates for sale to private inves-

been approved by Parliament, there . cial year tors.
is nothing to stop Finance Minister year.
Barend du Plessis from using it to Bhnd tye “It cannot cut back op security Many other Government depart-

announce pay increases for public @ Bie-collar workers — tax tables  spending for the police and defence  MeNnts are self-financing and could
servants, increased pensions and ofh. could be adjusted to take account of  and is committed to raising socia]  €asily be privatised
er vote-catchers. inflation. GST could also be reduced benefits, articularly under new Mr Schwarz believeg the Govern-
According to PFP finance spokes-  pecayse its removal would appeal  Pressure from the houses of dele- ment should publish a white paper on
man Harry Schwarz, Guvernmqnt_in— “emotionally and psychologically” gﬂtes and representatives. The need  its résponse to recommendations of
variably uses a Part Apprn::{vrigtmn to lower-income workers, or black housing funds is still énor-  the Margo Commission of Inquiry
Bill or Budget before an April or g Public servants - they have mous, there will be increases for un- into tax and make it an election is-
May election “to make announce- called for a 15% increase across the ~ employment relief and for jobtrain- gy

ments attractive to itsels”, board and can expect at least 10%.  ing and the vote for black education “Even if we do not know the de-
Mr Schwarz says: “We get the The actual increase is likely to be  Will go up substantialiy.” 1 tails, we should be allowed to debate
sweets in the Part Appropriation Bill much higher because of job regrad- Economists believe that in the “the principles of such issues as indj-

and the medicine later in the Budget. ings and new job descriptions. Mr  face of soaring expenditure demands  rect anqd direct taxation, capital
It is easy enough to make the an- Schwarz deseribes this as the “silent  — to which the Reserve Bank is hap- gains tax and other matters.”
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By David Braun, Political Correspondent i
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~ Consumers can look forward to a favourable mini- |

Bil'dg‘gqt&next month, ,

: .Oppogition politicians are expecting generous safary
Increases for public servants, railway workers and
Post Office staff (but not for MPs), a reduction in gen-

eral sales tax, the possible pay-out of the 1983 loan levy, |

a redggj:t_i‘on In income tax and at least some announce-
‘mentsitoplease inflation-battered pensioners.

The bill for all this isr’y éxb iré'féd to be pres
| C all, I expected ented to the
taxpayer. until after the g=aeral eléftion ——pwhen the main
Budget is to be introduced —"and"at least one cynical MP
sald today parliamentarians would Vvote for their pay rises.

Progréssive Federal Party finance spokesman Mr Harry Schwar

said today: “The voters will get their sweets before the election antzl\

. their medicine afterwards.”

He predicted the Government
would not address the funda-
mental problems of the econ-
omy until after the election, ex-
pected in early May.

“Before then, by means of the
mini-Budget, the Minister of Fi-
nance will try to pump money

) into the economy.

“A salary increase for the
public service is clearly on the
cards. About 30 percent of white
voters-are directly affected by
the public service so any in-
crease in income for these peo-

ple has a tremendous impact in
an election.”

Mr Schwarz predicted that,

d_espite its low level of collec- |
tion, the Minister of Finance |

would probably decide to reduce
- GST'to sfimulate demand.* ;"
135 L TN AN I AT S T

- mdiezeouldialso sadjustiax

brackets.to give relief to salary |

into higher tax margins by infla®"
tion,” .* 7y 'f

earners;who ‘have beeh pushed

Beétter off ,

, IR A ¥
Mr $¢4;ﬁ§;rz said the; Govern-
ment swonld have identified
groups;ofsvoters to ensure ﬁh'at

f everyiamajor category got some-

" thing frofm the mini-Budget. %
@Farmers were better off ‘this”
‘yéarshépause of the rains and

Ty . p
very bi assistance packages, So
the T{;’ught to be happy. )
® Public servants, including SA
Transport Services and Post Of-
fice employeés, would-probably

' get at least rises of 12,5 percent,

pliisisome promises.

*f}’ﬁ’ﬁgy?é%bnllar workers would

“benefit from reduced GST.
® Wiite collar workers would |
be helped by cut income tax."

. @ Pensioners- would be happy
with an announcement of an in-
crease in social pensions. The
Minister could further announce
a raising in the tax-free amount
of interest on investments. !

Mr Schwarz said the bill
which taxpayers would even-
tually ‘have to foot for all this
largesse would depend on exter-
nal factors such as the gold

- price] and the- exchange raté of
therand. - ‘ N L

| He'appealed to'the Govern
ment: to table the main Budget

' before the ‘election so that

¥0térs could know the full pic-

1A N Lo :
ture,and know what they were
being asked to vote for.




THELMA TUCH

SA BLACKS are deeply ahpry~and

disappointed with US President Ron-

ald Reagan, and there has been a

notable growth in anti-capitalist sen-

. timent, according to Rhodes Univers-
. ity fellow David Hirschmann.
- A US academic, Hirschmann was
, attached to the Institute for Social
and Economic Research at Rhodes
* for the duration of his research into
“Changing Attitudes of Black South
. Africans toward the United States of |
. America”, L
He said anger towards the US was
. Widespread and intense, not unly |
among radicals or “anti-imperialists”
; but also among professionals, senior
[ . managers and businessmen,
. A notable depth of antagonism to-
: wards Reagan was expressed by mid-
j dle-class blacks who favonred pri-
. vale enterprise.
. Although some respondents distin-
- ﬂished between Republicans and
" Democrats, they did not see the US as
helpful to their struggle.

Rather, they saw it as supportive of
the SA government and a major hin-
' drance to liberation.

- Many were also angered by US ac-

- .Htons in Nicaragua, Libya and par-
, ticularly Angola.

.-+ However, the deep antagonism felt

- towards the US has not led to a pro-

Soviet foreign policy posture. While

Soviet assistance to the ANC was ac-

knowledged it was not tranformed

. into a sense of long-term gratitude or

- any desire to be closely tied to the

Soviet Union,

The anti-captitalist feelings did not

' seem to have much to do with the

ANC, and was, instead, based on the
* close links between SA and capitalist

countries and on the experiences of
| the respondents.

Hirschman’s findings are based on

. 45 interviews conducted from June to
August last year in Grahamstown,
Port Elizabeth, Durban and Johap-
;;,.nes\'hurg. Of those interviewed 76
' were university graduates, three un-
dergraduate students and 16 had com-
p_le,teid all or most of high school,
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By MICHEL DESMIDT

PORT ELIZABETH’S commer-
cial and industrial potential has
been promoted in the September
edition of the “South African
Business Report”, published by
the SA Embassy in London.

Highlighted are the city’s

| “well-earned reputation for
,f:;i?ndliness and beauty’, as well

as its importance as an industrial

and administrative centre, port
and tourist haven.

The report, entitled *“The
Southern Hemisphere workshop
for the north?”, gives demg-
graphic and geographic data.

Other benefits listed include:
@ An extremely good urban
freeway system. -

modern ‘rpuﬁ: in :':u e
@) [2\/6?)0&! }ol,

proximity to the city.
® An adequate water supply.

@ Space for the development
of industry and commerce.

® A modern fresh produce
market.

® Technical and academic
training facilities.
“The lack of raw materials.and

. flependency on' the motor trade.

are listed as negative factors.

——r al ok e o = - - T | |-|
. 1 x b ] 4 4 . - - —wa - P ’ hmArey - e e - . o w Y - Lo
PEH - : :‘: - T d . r I I . Sk I' IHH. I £ ' I " I s Wl ', . I 1 T a4

The article gives a brief his-
tory of the Port Elizabeth-Uiten-
hage metropole’s development
into the “Detroit of Southern
Africa” and outlines the decline
in the industry which contributed
to unemployment of above 50%.

The report will be tabled at the
City Couneil’s: Policy and
Resources Committeé "‘meeting
this afternoon

-
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INTEREST RATES

Little more than a month after Barclays’
dramatic announcement of a 1,5 percentage
point cut in prime to 12%, there is specula-
tion that it may bounce back — possibly by
as much as 1%. Recent developments in the
money market are putting pressure on mar-
gins to such an extent that bankers may have
to give in and raise prime.

Described by bankers as *“the last
tranche,” funds amounting to about R800m
were withdrawn from the discount houses by
the Corporation for Public Deposits (CPD)
last Thursday and Friday, to offset the injec-
tion of liquidity into the system caused by the
rise in forex reserves, mid-month govern-
ment spending and the decline in notes in
circulation outside the banking system.

According to the Reserve Bank, money
was siphoned out of the system because the
discount houses no longer needed it. At year-
end, with the shortage at R2,55 billion, CPD
funds amounting to R1,4 billion were with
the discount houses. This was gradually
withdrawn as liquidity built up.

At the same time, accommodation
through the Bank window — the money
market shortage — declined by R500m. By
last Thursday, when money first started
flowing out of the system, it was R605m; two
days later, when the operation was complete,
it had dropped further to R480m and by
Monday was down to R306m.

Presumably liquidity levels were held up
by government spending and a cash injection
from Bank dollar purchases — a develop-
ment the authorities are monitoring careful-
ly.

Says Japie Jacobs, Reserve Bank senior
deputy governor: “If we had maintained the
customary CPD funds with the discount
houses it would have indicated no shortage.
This would not have been a true refiection of
the situation.”

Just such a situation arose in November,
when about R500m was on deposit with the
discount houses, effectively camouflaging a
shortage in the market.

Last week’s withdrawal came after a rise
in the sums tendered for Land Bank and
Treasury bills, including a R150m special
tender. The moves have created a perception
that cost of funds will rise and banks are now
looking to the Bank for relief.

But Jacobs says it cannot accommodate
them. “There is no reason to revise Bank rate
at this point. The banks know very well that
when we reduced it by half a percentage
point in December we did not indicate that
we would soon consider a further cut.”

If rates do not ease over the next few days,
banks under pressure will have little alterna-
tive but to increase prime rate.

Pressure on prime

So far, market leaders Barclays
and Standard are noncommittal.

Says Barclays’ senior GM Jimmy
McKenzie: “Prime is under pressure
and we are considering what steps to
take.”

26
24

Keeping in step

No comment was forthcoming
from Standard but it is known that,

22

Prime rate

when the Reserve Bank announced a 20
half percentage point cut 1n Bank 181
rate on December 9, it favoured re-
ducing prime by only one percentage 16
point to 12,5%. A TV announcement
that night by Barclays’ GM Norman 14
Axten, of its cut by a further 0,5% to 12
12% forced Standard to follow suit.
However, says a Barclays’ spokes- | 10 } |
man: “The market had already dis-
counted the one percent, and the e ' . . J" h
only way to get elbow room was to Jaﬂg Jul ‘:335” U e Jul- s

create a psychological shift by drop-
ping by more than that.”

The December move by two of the largest
financial institutions triggered a general
round of reductions in interest rates — in-
cluding mortgage rates. Now, with money
market rates higher than on December 9, it

TAX SHORTFALL? @ &

Is there a difference between the revenue
losses produced by tax evasion, tax avoid-
ance, and government missing ifs esti-
mated budgets? There is — 1o the tune of
billions of rands. But in many quarters
the differences are being confused.

It was reported this week, for example,
with some alarm, that GST may fall short
by R250m for the 1986-1987 fiscal year.
The analysis was based on collections for
the first eight months being 62%, rather
than two-thirds, of the budgeted esti-
mate.

However, the analysis failed to men-
tion that collections for the rest of the
fiscal year are boosted by higher Decem-
ber consumption demand and swelling
inflation. It fails to mention, too, that
additional sales tax (including penalities)
brought to account by auditors to Sep-
tember 30 1986 was R153m (FM Janu-
ary 9).

It forgets that other inputs help bal-
ance government’s overall books —— cus-
toms and excise, for example, increased
by 41% in the first eight months. It also
forgets that nearly R1i billion additional
income was assessed 1o tax by Revenue’s
auditors over the same period.

seems as if the market had overreacted.
In the past banks have tended to move in
tandem with the Reserve Bank (see graph).
The last time they were seriously out of line
was in November 1984, when a 1% cut in

N

To put government finances in true
perspective, the related issues of tax eva-
sion and avoidance, and activity in the
informal sector, need to be scrutinised.
The oft-accepted level of tax collection in
most Western economies — and SA — is
80% of that due.

So when government estimates rev-
enues, it assumes that only 80% of the tax
liable will be collected at the tax rates in
force. But the amount estimated forms
100% of government revenues for the
period concerned. The balance of 20%,
lost to tax evaders, equals R8,75 billion
for 1986-1987 (FM May 24 1985).

Another means of estimating taxes lost

to evasion is to use SA’s “GNP tax rate”
— its revenues expressed as a percentage
of GNP — which is around 27% for 1986-
1987. Unrecorded activity in the informal
sector — using findings produced by the
International Labour Organisation - i$
worth at least an extra R33 billion for
1986-1987.
This indicates that some R8,91 billion
will be lost to tax evaders in 1986-87
(27% of R33 billion), and implies that the
assumed 80% collection level for SA 1s too
high.
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Bank rate to 20,75% provoked a 2% cut in
prime to 23%. This was rectified the follow-
ing month by a 1% upward move in prime,

The authorities’ latest decision to remove
funds from the discount houses has other
implications, of course, apart from possible
future increases in interest rates.

It has shifted the focus of activity from the
open market back to the rediscount window.,
Borrowers will now be forced to the Bank for
accornmodation.

This successfully re-establishes Bank rate
and the Bank as lender of last resort. In
recent months, with excesssive liquidity in
the market, borrowers have to a large extent
not had to go to the window, reducing the
significance of the Bank’s accommodation
rate in favour of the cheaper CPD rate.

But the impact of the Bank’s decision to
tighten its grip on the money market is
described by a Bank official as “psychologi-
cal” rather than actual. And perhaps not too
much should be read into the move — at this
stage. With an election in the offing there is
every reason for the authorities to want to
keep rates low,

Jacobs points out that excess cash could
have been absorbed by the sale of paper “but
this would have pushed rates up even more.”

S0 it seems the authorities don’t want to
put toc much immediate pressure on interest
rates. Jacobs makes it clear that monetary
policy is still expansionary: “The sole objec-

tive was to prevent rates declining further.”
| The move ensures the authorities have a

tight rein on interest rates to prevent infla-
tionary pressures building up. These include
an increase in government expenditure
ahead of an ¢lection.

| What of the effect of the reversal in inter-

est rates on investor confidence? Some bank-
ers believe it will discourage real investment
even more, while others point out it will
introduce more stability in rates.
“Investors are sophisticated enough to
| perceive the advantages of Bank control,”

says one. “It creates certainty, and investors

need certainty.” |

See Markets
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\ GOVERNMENT FINANCES
Cash for an election

Government revenues increased year-on-year
by an unprecedented R1 billion in Decem-
| ber. Until detailed figures are available later
this month, the precise reasons will not be
known. On the other hand, the rate of in-
crease in spending slowed for the third
month in a row, so the Exchequer ¢nded the
month with almost R2 billion on hand.

The figures are announced weeks before
the mini-Budget in February,

Preliminary analysis of Inland Revenue
figures suggests that a large number of tax
payments were banked in December. The
month-end fell on a weekday, and receipts
| could fall materially in January.
December’s spending increased by 17,6%
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Finance Minister Du Plessis ...
awash with funds

on a year ago, a decrease in real terms and
less than in November, but still ahead of the
13,9% estimate. The 53% increase in Decem-
ber’s Inland Revenue receipts, which an
economist describes as “suspicious,” raises
the revenue increase for the first nine months
of the fiscal year to 16,4%. This too is ahead
of 2 13,1% estimate.

Overall, government is flush with cash for
the first nine months of the fiscal year. A net
R35,6 billion has been raised in stock and
other issues to finance the deficit.

The high closing balance of R1,9 billion in
the Exchequer account was achieved despite
a one-off transfer to the Special Defence
Account of R399m in December (which re-
fers to section 2 of Act 77 of 1986). Budget-
watchers suggest that government is accu-
mulating cash for significant spending in the
first few months of 1987 — timing well for
the lead up to the general election possibly
around April — one possible reason the
authorities are currently mopping up cash
from the system.

Spending exceeded revenues by R4,1 bil-
lion for the first nine months — well in line
with targets. This deficit is easily affordable
given the overall state of central government
accounts.

But some big drawbacks can be expected
before the end of the fiscal year. Perhaps the
largest would be upwards of R1 billion for
civil service pay hikes. Only R8m of a bud-
geted R1 billion for “improvement of condi-
tions of service” had been drawn down to
December. The R213m 1983 loan levy could
also be refunded.

So far, none of the R750m announced for
black housing in Finance Minister Barend
du Plessis’ 1986 stimulatory package has
been allocated. Another item, on both rev-
enue and spending accounts, is the planned
transfer of R1,2 billion sterilised in the Cen-
tral Energy Fund.

When the amount is transferred, it will in
theory be a contra entry, thus not affecting
the deficit. It would bring budgeted revenues
to R35 billion and budgeted spending to
R39,4 billion.

An increase in spending could be a tre-
mendous stimulatory thrust for the economy,
though whether a spending boost would have'

a more lasting impact than tax cuts is debat-
able.

But what budget deficit is affordable? Priceforbes Federale Volkskas (PFV): “The
- ______L_ — —_—

L il
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For the first nine months, government’s
R4 billion deficit has been over-financed.
But net R5,6 billion financing has been easi-
ly absorbed in the capital and money mar-
kets. Indeed, many private sector institutions
have asked for stock issues to mop up liquid-
ity — and to comply with prescribed asset I
requirements.

In calendar 1986, government was the
biggest borrower in the capital markets at
R2,4 billion, some 43% of the total. Senbank
estimates central government’s capital mar-
Ket uptake in 1987 will be around 50% of the
market, at R3,5 billion.

Utilisation of liquidity in the markets with
comparatively soft interest rates, a recover-
ing rand and hardening gold price would
appear to make a Budget deficit of R5 bil-
lion-R6 billion affordable. This, in turn,
would allow tax cuts for the year ahead.

But some economists have placed doubts
on central government receipts for the re-
maining four months of the fiscal year.

Optimistic forecasters see an adjustment
in personal tax rates, to at least reduce the
effect of fiscal drag; but no decrease in the
12% GST rate.

Overall, the outlook for the year ahead, l
taking the general election into consider-
ation, should be cautious optimism. Govern-
ment seems to have achieved some notable
control of issues on its main accounts. Some-
thing many economists have called for, sub- |
stantial cash injections into the economy by
central government, could be seen in the
months ahead.

Many of the objectives in mind — to
stimulate the economy — can be similarly
achieved by tax cuts, that may now be more
politically attractive than increased spending
and, of course, good economics too. N

SHORT-TERM INSURANCE

Premium furore

Insurance brokers are up in arms over the
attempt by short-term insurers to re-intro-
duce the “no premium, no cover” principle.
They say it would cause enormous admin-
istrative headaches, and could throw thou-
sands of policyholders out of cover. Already
flinching under a government “pincer move-
ment” that involves stricter guarantee re-
quirements and shorter credit periods for
insurance brokers, these latest proposals
could add the final turn to the screw.
Says Tom de Fontaine, a vice-president of
the SA Insurance Brokers’ Association:
“This will destroy the age-old principle be-
tween brokers and insurers to hold covered.”
He says that an insured who wants cover
at the last minute on a Friday afternoon, for
example, will have to wait until Monday
morning, the first opportunity he will have to
pay the premium over. So clients could face
periods without insurance over weekends and
bank holidays, for instance.
Says Don Gallimore, executive director of
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portant component of the econemy, gold, has en-
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. ‘guch a rate has been met and exceeded by joyed 2 tenfold increase in rand terms since
TOHANNESBURG—In spite of a tenfold in- many countries of the West. 1974 the report says.

crease in the rand-gold price, South- Africa IS .y ig apparent that while South Africa could

have laid some -claim to meeting such a target
stockbrokers Edey, ROgers and Co. until the mid-1970s, the subsequent perfor-

In constant 1980 prices, gross domestic prod- mance has been so poor as to bring the 15-year

poorer than it was 15 years ago, says a report by

uct (GDP) per capita was lower ‘v 10g5 fgure virtually to

Tt adds that by the end of 1986 the deep reces-
sion of the 1980s was showing signs of ending,
and leading indicators were beginning to point
upwards. ,
zer0.’ But the report says there are some Serious
long-term defects in the economy and many of

(R2 030;79) than in 1971 (R 071,52), it says. And, if the figures for gold 1 1980 and 1981  {hese are worsening. These underlying prob-

The report says that a GDP growth rate of 2% a
year per head of population should be readily

are siripped from the mﬂw mm%ﬁmm_ EM long  jems, such as inflation and the absence of real
term trend since 1974 has been ownward. interest rates, will curtail seriously the magni- .

attainable in a country rich in natural ‘It must be noted, however, that the most im- tude, in real terms, of any prospective upswing,
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By Kym Hamilton,
Pretoria Bureau

A year in the dock of attentive-
Iy listening to the testimony of
ajmost 100 witnesses has
phssed, often dramatically, for
the 22 Delmasg treason trialists.
! The daily tea and lunch ad-
journments were times of re-
upions and family gatherings,
aE each day a small knot of rel-
atives took their turp in mak-
ing the journey to the Eastern
Transvaal town to see the men.
:“ They came bearing gifts of
cakes, clean clothes and other
items.
*! For some of the men, these
few times were highly prized
moments, Accused Mr Popo
Molefe, who at the time of his
detention was geuneral secre-

ing in April 1985 to avoid the
Security Police net so that he
could be with his wife, Pinda,
for the birth of his davghter.

Soon after Albertina Mo- .

lefe's birth, he was detained.
Since then the only time he
has had with his davghter has
been a few snatched moments
from the dock during the tea

and lunch breaks.
" Many dignitaries, both local -

and from overseas, have visit-
ed the Delmas Maglstrate's,
Court. '

Among them have been the
Anglican Archbishop of Cape
Town, Archbishop Desmond
Tutu, general secretary of the
South African Counell of
Churches, Dr Beyers Naude,
and many otber local activists.

Representatives of foreign
governmeints, ineluding many

‘Brief moments during year in the dock

diplomats stationed in Pre-
toria, ohservers from legal as-
socliations, neluding the
American Bar Assoclation, the
committee of international
jurists and other organisations
have spent time listening and
watching the trial proceediogs.

In June, the judge briefly

-surrended hkis eustomary place

on the Bench to one of the ac-
cused, Mr Lazarus Mohapi
More and his betrothed, Miss
Golda Magauta Maphisa for a

+ wedding ceremony. The co-ac-

cused assumed their usual
place in the dock, but each
sported a red carnation. The
public gallery was packed with
well-wishers and the wedding
had all the trappings, including
a two-tier wedding cake, can-

dies and brightly coloured
streamers.

Itl?u:'}' of the UDF, went into hid-

Delmas treason

“begin evidence

By Kym Hamilton, Pretoria Bureau

One of the most significant treason trials in
decades resumes in Delmas tomorrow,
more than 18 months after 22 men first ap-
peared in Pretoria to plead not guilty to a
charge of high treason.

1 *After a year of testimony from State wit-
nesses, 19 men remain on trial. They are all high-
ranking members of the United Democratic
Front, Azapo and local civie organisations. Most
are spending their third year behind bars.

- .'The State is trying to prove that the UDF con-
spired with the African National Congress {ANC)
and the South African Communist Party (SACP)
to overthrow the South African Government. As
part of this alleged conspiracy plan, the UDF
was supposedly actively involved in the events
which led to the Vaal Triangle riots.

The indictment, which runs to more than 300
pages, contains a detailed account of the history
of the UDF since its inception in August 1983.
The State maintains the UDF is the internal wing
of the ANC.

Much of the State’s evidence has related to

-events before the eruption of violence in the Vaal

Triangle in September 1984, which was followed

' by unrest round the couniry and hundreds of

deaths.
Community councillors have testified how
they saw angry mobs destroy and burn their

homes and possessions, and some witnesses stat+ »

ed how they heard some of the accused call on
Vaal Triangle residents to attack and kill local
community councillors.

A number of secret witnesses, mainly captured
ANC members, were called to testify on the na-
ture of the alleged conspiracy. The court heard
how some UDF members allegedly received
crash training courses from the ANC.

‘Bloody revolution’

*Among other things, the men on trial are ac-
cused of furthering the aims of the ANC, inciting
“bloody revolution” and causing the deaths of
five community councillors in the Vaal Triangle
townships. They have pleaded not guilty.

_After the Vaal Triangle townships exploded
into violence on September 3 1984, the 22 were
detained under Section 29 of the Internal Securi-
ty Act.

?rWhen the men appeared in court for the first
time in June 1985, the Attorney-General issued
certificates in terms of the Internal Security Act
denying them the right to bail. Two attempis to

L
(-

van Dijkhorst.

However, the court found that three of the ac-
cused — Mr Simon Vilakazi, Mr Mohapi More
{26) and Mr Mkhambi Malindi (21) — had no case
to answer and they were acquitted.

Six men were allowed bail of R15 000.

In his judgment on the application for release,
Mr Justice van Dijkhorst said that on the facts
placed before the court, a reasonable man might
find the UDF could have been involved in a con-
spiracy to overthrow the Government.

The State's evidence showed that a certain
patiern emerged in areas where there had been
disturbances. Attacks were launched on council-
lors and damage done to their property, the
property of local authorities, schools, post of-
fices, police vehicles and public transport.

in cases where the disturbances conformed to
this pattern, a UDF presence was shown. The
judge said he was not prepared to find that there
was no link between damage done and the UDF.

Marathon trial

When the marathon trial resumes tomorrow
the defence will address the court before calling
witnessess.

According to the charge-sheet, the accused are
UDF publicity secretary Mr Patrick “Terror”
Lekota (37) of Durban, UDF general secretary
Mr Popo Simon Molefe (33} of Soweto; Azapo
member the Rev Tebogo Geofirey Moselane (39)
of Sharpeville; former UDF secretary for the
Transvaal Mr Moses Chikane (37) of Mamelodi;
Mr Patrick Mabuya Baleka (25) of Soweto; Azapo
member Mr QOupa Hlomoka (32) of Sebokeng,
Vaal Information Service member and Rhodes
Black Student Society member Mr Thabiso An-
drew Ratsomo {27) of Sebokeng, Vaal Civic Asso-
ciation member Mr Geinunuzi Petrus Malindi
(25) of Sebokeng, secretary of the Evaton Rate-
payers’ Association Mr Petrus Mokoena (47) of
Ewvaton; executive member of the Vaal Civic As-
sociation Mr Tsietsi David Mphuthi (48) of Sebo-~
keng; Mr Naphtali Mbuti Mkopane {(40) of Sebo-
keng; Mr Tebello Ephraim Ramakula (35) of Se-
bokeng; educator with the Urban Training
Project Mr Bavumile Herbert Vilakazi (30) of
Sehokeng; Vaal Civic Association executive
member Mr Sekwati John Mokeena (33) of Van-
derbijlpark; former Cosas leader and now Insti-
tute of Race Relations worker Mr Simon Tseko
Nkodi {25) of Sebokeng;, Mr Pelamotse Jerry
Tlhopane {27) of Sebokeng; Mr Serame Jacob
Hlanyane (37) of Sebokeng; Soweto Civic Associa-
tion member and worker for the South African
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Business Day Reporter
 seeking short-term solutions to the coun-
:: of Economic Research (BER).
! creases at the expense of rekindling in-
“Perhaps indirect stimulation of the
{ the public but also the private sector,”
ground of depressed consumer confi-
Confidence levels among retailers and
proved sales.
But Moore says businessmen are scep-
A Business Day survey of leading
‘  ®To Page 2 E:D

THE coming general election is likely to
! try's economic problems, warns a report
:
i BER economist G E Moore says the
if flation at a later stage “must seem very
i1 economy, via tax relief, will accomplish
j the report says.
i dence — with little chance of improve-
wholesalers, already low, {ell marginally
The latest data from BER indicate a
. ¢ tical about the size and sustainability of
i retailers revealed that no pick-up in con-
o 5
}\\@iwf“r o
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| force government to concentrate on
i from Stellenbosch University's Bureau
: temptation to buy votes with salary in-
) attractive”.

M more by winning the support of not nnly

[} This scenario unfolds against a back-
ment in sight.

' in the last quarter of 1986, despite im-
'. moderate recovery may be underway.

the upturn.
§ sumer canﬁdeuc&i&aflticipate in 1987
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By Magnus Heystek
Finance Editor

During the last six months the
South African economy has un-
dergone a ""pna:rsu:::lrl.?.llw,r change”
which has yet to be fully ack-
nowledged by the man in the
street, says Dr Cees Brugge-
mans, chief economist of Bar-
clays Bank.

“Dumestically, there is a
whole battery of indicators that
seem {o have turned the corner.

“Confidence surveys among
businessmen and consumers
show some improvement; sum-
monses for debt seem to have
peaked and now appear on a

downward trend: and the annua-

lised growth in gross domestic
product of three percent in the
Second and third quarter last
year had quite a broad support.

“What remains lacking is that
all-important ingredient called
general confidence, most expli-
Citly reflected in bank borrow-
ing, consumer durable spending
and business fixed investment,”
he writes in Business Brief.

Other positive developments
which augur well for economic
growth later this year include
the firming in the dollar price of
gold; recovery in the country’s
foreign exchange reserves; and
good summer rains.

With a potential majze har-
vest of between 10 and 12 mil-

lion tons a distinct possibility,
GDP growth this year can be
danywhere between three and
five percent.

Other positive factors include
the let-up on certajn civil ac-
tions, a lifting of consumer boy-
cott actions and more black
children returning to school.

“Taken together, all these fac-
tors will contribute to an overall
lifting of spirits generally, if the
post-1961 and post-1976 periods
are anything to go by, though
this time it may take a while
longer,” he adds.

Dr Bruggemans warns, how-
ever, that all is not rosy. There
remains the real fear that all
the improvements listed above

can be reverse overnight.

Trends may not he susfain-
able of their own accord, or
Some or all of the supports may
give away.

Gold always remains critical,
but so is the public perception of
unrest, consumer boycotts and
labour union actions. In the final
analysis, affordability in terms
of real income is the key.

Inflation is stijl] extremely
high, with increases in electrici-
ty tariffs, sugar and meat prices
all having major ramifications.

There is reason to be positive,
but it should be tempered in line
with the many sectors and indi-
cators that have not as yet
started to improve,
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Finance staff

Companies that have survived one of

the worst recessions in South Africa
have emerged stronger as a result of

ii the experience, says Dun & Bradstreet

(D&B), the country’s largest supplier
of credit and business information, in
its latest Business Report. .

Cash fiows are strengthening be-
cause of consumer demand and
cheaper credit, and if, as expected, the
government presents a stimulatory
budget, the current upswing should be
sustained through 1987,

Signs of the upswing are shown by
the fact that fewer businesses failed in
November than in any other month in

1986

Sy W (37)
Recession has made the SUrvivors

According to D&B, only 181 liquida-

- tions were recorded, compared with

October’s 259 and the 1986 average
monthly failure rate of 231. The Sep-
tember through November 1986 aver-
age of 223 was 11 percent up on Sep-
tember to November 1985, while down
on the average of 250 for the previous
three months.

The financial services and real es-
tate sectors had the highest number of
liquidations in November, accounting
for 42 percent of the failures.

Liquidations in the wholesale and re-
tail sectors appear to be on the de-
crease, presumably because of in-
creased consumer spending. These de-
clined from 61 in October to 45 in No-

___BUSINESS
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vember.

The rate of failutes in the manufac-
turing sector is dropping slowly, with
40 in September, 34 in October and 32
in November. .

Another healthy sign is the 2335
company and close corporation forma-
tions in November, compared with last
year’s monthly average of 1 812,

Mr Paul Edwards, D&B's market-
ing director, says the number of liqui-
dations should begin to drop as a result
of better cash flows following the re-
covery in consumer spending.

“Retail sales began to strengthen
from mid-1986, with a dramatic in-
crease in the third quarter when real
gross domestic expenditure increased

stronger

by an annualised 26 percent.

“December- retajl sales, however,
were down on expectations which may
indicate a slower recovery rate for
1987 than previously predicted.”

The increase in consumer spending
is reflected in the growth of manufac-
turing production volumes which rose
by 4,7 percent (in seasonally adjusted
terms) over the previous three months
and by 3,7 percent over the equivalent
1985 period.

The latest civil judgments statistics

M,

show that in the period August to Octo-
ber 1986, 10 956 judgments were re-
corded against businesses. This was 13
percent down on the previous three
months. .
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By Sven Liinsché
The private consumption spend-
ing boom hasAthe potential of
carrying the economic upswing
through 1987 and pushing the
real GDP growth to levels of
three percent or higher, says
Old Mutual’s Economic Moni.
tor.
This growth should be sus-
tained by the recent improve-
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“Th ere is 77 . )
some evidence gfrwgm
that nominal ‘g7 "
wage  in- pASE el

creases have [ 4
turned the cor- . ‘& ‘s
ner, with the 3/
renumeration §
per worker in §
the second g
quarter 14,7 EgSeia i
percent up on Rob Lee

ment in agricultural output and* 'a year ago and companies are

R

a continuation of the tremen:

deous increase in private con-:

sumption expenditure. =

But Old Mutual argues that
for thé spending spree to con-
tinue the consumer’s fragile fi-
nancial position has to be sub-
stantially improved, as individu-
als- Jast year“fell back on their
sayings to maintain a reason-
able standard of living.

Old Mufual’s economist, Mr
Rob Lee, suggests that wage in-
creases will have to be closer to

the going inflation rate.

now in a better position to grant

_higher wage increases,” Mr Lee

writes.
His _second recommendation

concerns relief measures on the
tax front. “The ratio of direct
personal taxes to personal in-
come has increased tremen-
deously over the last six year
and although there are early
signs that 'this trend has slowed
down recently further relief is
needed to boost PCE in 1987.”
“We believe that we should
see a combination of such

spending spree
cep zﬂ gwlng going

events taking hold in the course
of the year and this improved fi-
nancial position should see con-
sumers taking advantage of the
current low interest rates and
subsequently stimulate credit
demand,” Mr Lee writes.
Further aided by an increase
in government and public sector
spending, preceeding the elec-
tion, Old Mutual forecasts that
total real domestic spending
could show a healthy improve-
ment in 1987, with growth of
five percent not being ruled out.
South Africa’s scope for a
continued recovery beyond 1988
could be greatly limited.
¢+ “Unfortunately the position on
the current account of the bal-
ance of payments is not likely to
contribute to real GDP growth
this year. Imports are already
at a relatively high level, and
thesanctions campaign is prob-
ably going to limit the growth
potential of exports,” Mr Lee
writes,
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Any short-term stimulation of
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debt erigis g Year later,

Fears exist, not totally un.
founded, that public-sector em.-
ployees can exXpect gsimilar
treatment in.the near future
with the already over-burdened
Private sector having to pick up
the bill. Not only will this de.
Press growth prospects evep
further, byt inflation wil] pe be
catupulted even higher,

Indirect stimulation of the
€conomy via tax relief will ac.
Complish more by winning the
sUpport of not only the publie
but also the private sector. In
order to maintajn the consumer
led recovery apparent during
the second half of 1986, fiscal
- stimulation ig pot only neces-
sary but also possible dye to the
accumulation of more than
R1,4 billion in the exchequer ge-

The BER alsq reports a slight
dip ip confidence amongst re-
tailer and wholesalers ip spite
of improved sales and more ap-
propriate stock levels, Thig
could indicate that businessmen
are sceptical about the magnj-
. tude and sustainability of the
upturn. ‘

A major problem Which busgi-
nessmen have to face jg that
consumer resistance may set in
later in the year if prices con-
tinue to escalate,
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m L.,“,m_% " Official target figures for growth in the money supply will m OO — — o — m _ Hm.ﬁ
.. only be announced in “a few weeks time” a spokesman for

. -;  the Reserve Bank has indicated. It is widely accepted in -
o/, economic circles that the new figures will-not differ from -
.,”

those of last year, namely targets of.growth in the M3 PPy mq)\
money supply between 16 and 20 percent. =~ — — - O — - @@m — — @ﬁ
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.can provide additional and dif- amount of cash in girculation
ferent information — which was known virtually daily, sev

el -M - ._ - The relationship between tends to be disregarded when eral weeks ahead of even esti-

e .w._._._rru.
" ‘u
_.._ r
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growth in the M3 money supply concentrating on the behaviour mates of M3, enabling the auth-
figures and domestic spending is  of one aggregate. | orities to set more appropriate
often misleading and the auth- ‘In"lifie-with major central growth targets.

orities should consider adopting anks in industrialised nations «“The interest rate reductions
additional monitoring methods,  he proposes that the Reserve In December were clearly sug-
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80 000 according to Old Mutual econo- - Bank’ adopt additional aggre- gested by well-below target M3
i, 3 mist Mr Rob Lee. - ‘gates: namely MO (notes and growth, but the behaviour of MO
= s |5, [~ In the Old Mutual’s latest eco- ' coins in circulation) and M1A _indicated that a more cautious *
e "{'Z4 nomic report he. writes: “Over™ (M0 plus cheque and transmis- approach would have been more
= . 7.7 the last few years the relation-  sion accounts with financial in- appropriate,” Mr Lee argues.
N ship between the growth in M3  stitutions and the Post Office). The recent half a percent rise in
E . and ‘domestic spending in the . the prime rate supports this
economy has not been nearly as Advantage view. "
| 75 000 olose as that of the narrower-. The real growth of the M0 In conclusion he says: “We be-
;- monetary targets.” . money Supply measure corre- lieve that additional informa-
“ " When the Government accept-  sponds closely with the real tion about the economy and
b ed the need for money supply growth in domestic spending about money conveyed by the
targeting in March last year, the and “the current behaviour of nparrower money measures can
Reserve Bank chose the hroa-’ M0 and M1A is thus far more bpe best utilised by policy |
e _dest monetary aggregate M3, consistent with what we believe  makers in the form of an of-
T which includes all notes and is happening in the econory at ficial money supply target for
L - 70000 coins in circulation, plus all de- present than is that of M3,” says M0, and preferably for MI1A as

L - R mand, shor{, medium and long- Mr Lee, referring to the ap- well”
w term deposits and transmission  parent surge in gross domestic  “The realistic and appropriate-

o N D J F M A M J J A s O N D accounts with banks, building expenditure in the third quarter ly set targets for these aggre
1985 1086 societies and the Post Dmmﬁ. of last year. rticular ad gates would be welcomed by the
During 1986 the M3 money supply -mﬁﬂﬂr__mﬁﬂm within the 16 1o However, Mr Lee argues that He adds that a particular ad- market as a useful policy inno-

other money supply measures vantage of MO was.that the ‘vation.” . *
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, Ww mmum#_u Costa
%mmw rising .steadily for Emg
consecutive' days the industrial
index of the Johannesburg Stock
Exchange burst through the
1 500 mark yesterday, gaining 15
points to 1514,

The index has been nudging
new highs for over a-week now,
with analysts putting the inter-
est in industrial shares down to’
the low rand gold price whichis
affecting the mining sector. .

‘Coupled with this is the ‘feel-
ing that industrial” noawm_:mm
can increase profits-this year,
although often froma low base,
with some analysts forecasting
an average earnings growth of

10 wﬂ.nmuﬁ mu.uqm Em E
rate..: Yﬂ?@ﬁ N .
The index stood at 1423 .E the
Sfirst ﬁ.mn:_m day this year, mun
the rise to the present level rép-
resents an increase of 6,3 per-
cent. Over ‘the past 12 ronths ﬁ :to w.um.;. :
the index has Emmn by almost 457 % 1fx The other ummgmﬂmﬁm in-the
ch mmu.wmﬂunmunr mmmn_

percent,

pany on capitalisation in the
index, rose 40c to R19,75.
mEnm zum wmmE_E_m of the

The thrust-yesterday above
1500 _EE_H from 1499 was,
- helped By strong increases from
. Tiger Qats,, which. rose -600c-to - _.day. AECI ﬂ.mm,m.z 50 and-is.
" R100 for the first:time, and SAB, :
which climbed 50c to R16. Bar: 8
lows, the' second, biggest com-i=. .could slip if the rand gold price
shoots up, but many feel gold
shares are -overpriced at current
levels and mmw Emm would most-
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w ncﬁwmumﬁm for th

&E: wmmﬂ? however, some® Em._c

wiNE nmmmz TR mﬁ JAH 138e w:_

%.ﬁs

~40 the stren

-say another: nouﬁ&:ﬂau
gth of industrials i$0 S |
“the-feed-back into- Em mnouaﬁw, . m
‘of last year’s high earnings froin;
,the gold mines. ‘Other _mummﬂmmn-
EE .such- as mﬁ breaking of the’
i-d:mzn over most of thé coun-
Pw #.w and the possibility of mm.,aE.t
mEm “breaks’in‘the Bﬁ.&:&mm? 2
_m_.m also helping. = .
--Another factor EEE.@EE:W

al’ institu-

-moyes:have. come: «from com:
‘panies -such as‘Natal Canvas-
-which ¢limbed from R85 to- -
"R100, Afrox:from-R14,50 to~.
R19, 50 and Ucuaw_ w.aB wS 90

Eamm S

and: Amic have all firmed sifice:
_Em ammﬁn_um of the year, w_.._?ﬂ
“:Sasol slipped 20c:to 980c yesters"

'xmuzuj

_Em market is findnci
“tions’ huge cash flow — estimat-
.ed at B15-R17 billion — and the

relative shortage of script on

now R16,50. ,
bnm_wm_.,m voEw out the index

m..ﬂn:w.

the JSE, which will attract
more Emﬂ a third of that sum
this year.
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Confidence
returning to

By Magnus Heystek
Finance Editor

Confidence is slowly returning
in the economy, and economists
and economic indicators point
to confidence levels among busi-
nessmen and consumers Creep-
ing higher with each passing
month.

But, as Assocom points out in
its latest Business Confidence
Index (BCL), this incipient busi-
ness iipturn is not yet secure
and must be clearly nurtured to
avert.any relapse. In {he ab-
sencerof any such relapse a
growth, rate in real gross dom-
estic product (GDP) of between
3 and 4 percent is possible for
1987, it forecasts.

Earlier in the week the Bu-
reau for Economic Research at
the Stellenbosch University also
pointed to confidence among
consumers, while Dr Cees Brug-
gemans, chief economist of Bar-
clays National Bank, highll ghted
the “personality change” the
economy was undergoing.
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Assocom business confidence index (1983 — 100).

_Accordng to Assocom, the
BCI for January was 89,0 —
about the same as levels
reached in September, October
and November last year and
marginally higher than the level
of 87 reached in December.

Assocorn’s BCT is a composite
index which measures business
confidence via the movements
of 13 economic indicators which
have the greatest bearing on the
business mood. It includes the

o
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dollar price of gold, the
rand/dollar exchange rate, the
inflation rate, movements in the
Johanesurg Stock Exchange,
motor car sales, the prime lend-
ing rate and ihe number of in-
solvencies and unemployment.
After reaching a lower tuning
point of 79,0 in April last year,
the BCI rose consistently
throughout the year to reach a
high of 90,2 in November, main-
1y due to the firming of the rand

D&z

P -

L]
ey i - gy [ —
L]
L= B

against the dollar and the
strenghthening in the gold price.

“Business confidence appears
to be on a plateau. While the
BCI is higher than it was a few
months ago, there still is a
strong element of caution in the
current’ business mood. The
question is whether positive eco-
nomic factors wil prevail in the
months dhéad, as the BCI ap-
pears to be struggling to main-
tain its present level,” says As-
SOCom.

“Yet SA has entered 1987 with
the foundations having been laid

for economic recovery in the
next 12 months. All the key eco-;

nomic variables - such as pro-
duction, consumption and the
balance of payments - are
poised to generate a growth rate
of three to four percent this.
year, i

“In particular improved pros;
pects for agriculture and &

Ll =

stronger exchange rate are fa<|

vourable factoers on the econom-

je horizon,” it adds.
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‘87 should be good year
;! i 46

for_.profits and

10, '

generous to workers

THIS is the season for looking ahead over the com-
ing year and trying to decide what it holds.

Managers are perhaps feeling more secure In
their jobs (competition has slackened, with so many
people emigrating), but no more secure about the
uncertain business environment through which they
have to pilot their companies.

Employees have not yet recovered much confi-
dence to borrow and to spend, after a tough couple
of years of retrenchments, company collapses, high
inflation, low pay increases and painful interest
rates. |

Independent businessmen, having survived two
terrible years, are in most cases feeling the early
benefits of economic recovery.

Investors, except those locked into property, are
the ones who are cock-a-hoop. Thanks to gold, cheap
innney and one or two other things, they had a fabu-
ous 1986.

What does 1987 hold for us ?

Economic recovery so far has largely been
powered by the traditional locomotive — rising ex-
port earnings — plus some minor positive factors
such as the release of black purchasing power, re-
building of unusually-low stocks, Government spend-
ing and agriculture’s recovery from drought.

If that recovery is to be sustained it needs to be
supported by stronger consumer spending. That, in
turn, requires a greater willingness:

® On the part of employers, to grant pay in-
creases and/or to take on new workers;

usiness can be more

———i—

3

® On the part of the Government, to restrict its
desire to grab more in the form of taxes.

® On the part of consumers, to start borrowing
again to finance big-money purchases.

Business generally is rapidly becoming more
profitable, so employers are gaining the financial
capacity to be more generous to their employees.

However, after the nasty experiences of the re-
cent past, most employers will tend to be tight-fist-
ed until they have regained confidence, returning
prosperity hots up competition for staff, and the po-
litical future looks brighter.

The chances of seeing any of those things in 1987 |
don’t look too good.

The Government, if only for short-term political
purposes, may well curb its greed for higher tax
revenues.

Consumers, able to borrow again comparatively
cheaply, with the worst of their personal debt prob-
lems behind them, and conscious of the.need for
some buying to pre-empt price rises, should also be
a moderately positive factor.

On balance, therefore, consumer demand should
provide some extra boost to economic growth this
year, though not on the scale that many of us would
like to see. General business and consumer confi-
dence should also receive important support from
high prices for precious metals, but that support
may be offset by another bout of international sanc-
tions. :

® Martin Spring is editer of Personal Finance Newsletier.



By AUDREY D'ANGELO
Financial Editor

THIS year’s rain will probably be
the most important single factor
in causing economic growth, Bar-
clays Economic Services division
says in its business brief

It explains that, since only con-
fidence is lacking now, good har-
vests which boost consumer
spending will have more effect on
the economy than a higher gold
price,

“With a potential maize harvest
of between 10 and 12m tons a
distinet possibility, gross domes-
tic product (GDP) growth this
year can range anywhere be-
tween 3% and 5%,

“The higher gold price is in that
respect far too indirect a factor.

“It merely gives the country the
capacity to go and spend some
more dollars externally, and in-
crease its production domestical-
ly, if it so wishes.”

The Trust Bank, in its current
Economic Report, also says that
“good rains” as well as the stron-

| ger gold price will play a major

role in strengthening the econo-

my and forecasts a 3% growth in
GDP this year.

Hampering recovery

Volkskas Merchant Bank, in its
economic review, says that “pros-
pects for the gold price in 1987
appear promising” and forecasts
dn average price of $450 for the
year,

All three banks warn, however,
that continuing high inflation is
hampering recovery.

Barclays, which says that, de-
spite encouraging indicators,
“that vital ingredient called
general confidence, most explic-
itly reflected in bank borrowing,
consumer durable spending and
business fixed investment,” is
still lacking, warns “all is not
rosy”’,

It explains there is a real fear
the improvements including
better retail sales and a pick-up
in manufaeturing production can
be reversed over-night.

Your guide to gilts

Name Yield
RSA 12,5% 15,80 {15,80)
1.09.2003

RSA 13% 15,46 (15,49}
15.07.2005

RSA 14% 14,05 {13,95)
15.05.1993

RSA 14,5% 9,25 (9,25}
1.06.1987

Escom 10% {154) 16,05 {16,15)
1.11.2007 ,

Escom 94% (158) 14,68 (14,65)
1J:FEL:ISfEMLﬁ!_,,i

[ -

Clean price Cum price
80,83 {80,80) 79,90 (85,97)
85,09 {84,93) 85,73 (85,47)
89,76 (100,17) 102,79 {103,09)
101,61 {101,65) 104,11 (104,03)
63,81 (63,41) 66,36 (65,87)
75,68 (75,77) 75,00 {79,59)

“Trends may not be sustainable
of their own accord, or some or
all of the supports may give way.

“Gold always remains critical,
but so is the public perception of
unrest, consumer boycotts and
trade union actions.”

And, Barclays continues: “In
the final instance affordability in
terms of real income is the key.”

Insolvencies

It points out that the inflation
rate 1s still high, with recent
price inereases likely to push it
higher. |

“Company liquidations and
bersonal insolvencies continue to
rise, indicative that the financial
Squeeze is not as yet at an end.

“Unemployment is still rising,
while the number of companies
being registered is still falling.

“Job advertisements are at an
historie low while overtime
worked in industry is still declin-
ing.

“The immigration trend is
slackening remorselessly even
while visible emigration contin-
ues to rise.” -

There is, the bank says, “reason
to be positive, but it should be
tempered in line with the. many
sectors and indicators that have
not as yet started to Improve".

Trust Bank lists “political un-
certainty, the high inflation rate,
sanctions and disinvestment, the
continued crowding out of the
private sector by the government
sector and other distortions of
free market principlés” a§'factors
hindering long-term growth.

And Volkskas Merchant Bank
says:“The rate of price'in¢reases
does, however, remain' an’ impor-
tant problem in the SA economy.”

Tor




The Government has rejected the recommendations of the
Natal/kwaZulu Indaba for a single _wm_m_mﬁ_ﬂm and ﬁuz_m:w refused
to hold a referendum to test public opinion. -

Parliamentary proceedings yesterday were dominated cw the
Indaba as the noqm_.nEmi Emna it a major issue in the no confi-
dence debate.

Although dismissing Em recommendations of the Indaba, govern-
ment speakers claimed they still felt the Indaba process was an
important part of the consensus process.

But they emphasised r2peatedly that the proposals could not be

accepted because they were not based on the National Party E._Sw
of group representation.
" Mr Chris Heunis, Minister of Constitutional Development, who
opened the debate, said the Government was still prepared to dis-
cuss the constitutional development of the region with kwaZalu, the
government-appointed provincial executive and political parties
after the implementation of the approved Joint Executive Author-
ity (JEA).

The JEA, approved after negotiations by the now scrapped NRP-
controlled Natal Provincial Council and kwaZulu and on which the
two executives will decide jointly on matters of common interest,

will be formed shortly.
The attack on the proposals and their support by the PFP and

NRP was started on Monday by the newly appointed chief informa-
tion officer of the National Party, Mr Con Botha (NP, Umlazi).
After Mr Heunis, the attack was joined by the NP’s Natal leader,
Mr Stoffel Botha, who was even more explicit in his rejection, and
Mr George Bartlett, former NRP member and now Deputy Minis-
ter for Economices and Technology.
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.HE_.. Zm:onm_ _.um_.ﬁ attack smm Em__m on mmdﬁ.& fronts. “
The speakers attempted to discredit the proposals on the grounds

_,..EE.. they would lead to black ‘domination based on one man one

vote, that the economy of the region would be destroyed and white
educational standards would be adversely affected. Yo e

The speakers also suggested that the PFP had EmEE__ﬁQ_ the
Indaba for its own petty political aunm E:_ had misled the Zwm. ES
an alliance in the process. .

Mr Harry Schwarz (PFP, ﬂmaﬁz& EE Mr Heunis n__.mn he had
done peaceful change in South Africa a .“._Emmaﬂnm 3 -.&mnnn_m the
Indaba report. - SR ot AT gt e

People both inside and E_mam South E.&nm ﬂ__c wanted peaceful
change regarded the Indaba as one of the Eaﬂ _E_m_mm___ signs the
country had seen for years. o . .

Myr Derrick Watterson, Natal leader of Em Zmﬂ waeauzo Party,
strongly defended the Indaba as true compromise EE ummoﬂmgn in

which there were no winners and no losers. - . | iy
Mr Watterson firmly rejected National m.E.Q a_mE_m n__mn m_.o:_...
rights were not protected by the Indaba proposals. - . :t¢ 35 g

.ﬁ BETIE K
He said the National Party had reacted so mn.aum_u, to w__m Zw—u
and PFP agreement to form an election alliance on the basis of the
Indaba __nouamm_m _.mamﬁm ==m -.E_ _u_mnmm mmamwmu c_.. its mmmﬁ ﬁ

- Pas ..

The NRP, which _.E_ no.m_ucnmcn& the HE_ch ﬂum roﬂmﬁu a
“true reformist party that believes its duty is to .?E .other refor-
mists of all colours or _E_Enm_ creeds in ﬂ.u&_.m to fmmn rid of the
apartheid albatross Emﬁ has been placed m_dE_n oE, nmnwm by th
NP Government”. . -

Almost every group in Zmﬂm_ accepted "__m Enm.rm _u_.o_uamm_m as a

group/cultural protection was accommodated, Mr Watterson said.
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Dispatch Correspondent

CAPE TOWN — All-round tax cuts
are being predicted in the “mini-bud-
get” which the Minister of Finance,
Mr Barend du Plessis, will introduce
on Monday to tide the country over
until after the election on May 6.

It was pointed out that
said yesterday the gov- Mr Du Plessis had said
ernment was acutely at the National Party
| aware of the rising tide congress in Natal last
1 of resentment among year that GST would
L,.._&Emnm hecause of con- have tohereduced dras-
[iStently” grising  food - MICHMYe ~aiT 0 40
:|. prices, levels of taxation He is.alsoexpected to
and the cost of living in  cut personal tax by six
general. or seven per cent, which
~|: Speculation was that would find favour with

Nationalist SOUrces

. - s
= -

.” among the largesse Mr thousands of voters.

-pdu Plessis would hand Though it was gener-

out ﬁmw m~ ummnnﬁmu In  ,]ly expected that Mr Du
. mmﬂwmﬁ.m sa wm ax, a mmum Plessis would also give
J-eral tax cut on personal  g;rther relief to married

"i. cessions for ‘married gication of how much
. women on joint income. F

It was thought that
GST could be cut by one
or two percentage points
from {he present 12 per-
cent which would im-
mediately injeet mil-
lions of rands into the
consumer market and

stimulate the economy.

It is not expected that
he will introduce any of
the Margo. commission’s
recommendations at this
stage because of the tim-
ing of the election. This
is expected to wait until
the full budgetary ses-
sion later this year.
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Ormande Pollok
Political Correspondent

CAPE TOWN—Tax cuts all round. That's

the - prediction for the ‘mini budget’-

which Findance Minister, Barend du

Plessis; . will‘introduce on Monday to tide

the country over-until after the Assem-
bly elections-on May 6.

3 Nationalist sources
" said yesterday the Gov-
- ernment was acutely
~aware of the rising tide
of resentment among
' voters because of con-
‘stantly rising food
. prices, levels of tax-
“ation and the cost of liv-
ing generally.

« Speculation was that

LS

- among the largesse Mr du
FPlessis would hand out was -

~a reduction in general
xsales tax, a general tax aut
R, O

OEsperisal Mﬁncﬁm. foir-

ther cgficessions for mar-
ried”™women on joint
income and the 1983 loan
levy fo be returned ahead

of schedule.

It is thought that GST
could be cut by one or two
percentage points from the
present 12% which would
immediately inject mil-
lions of rands into the con-
sumer market and stimu-

L late the economy.

i |

Mr du Plessis said at the
National Party Congress in
Natal last vear that GST
would have to be reduced

1

drastically. LD

)

mmmm&mc..mwﬁmﬁmawaaﬁ
personal tax by 6-7% which
would find favour with

thousands of voters.

It was generally expected
that Mr du Plessis would
also give further relief to
married women, but there
was no indication of how
much.

It is not expected that Mr
du Plessis will introduce
any of the Margot Commis-
sion’s' recommendatibns at

this stagé” bécapse™of the
timing of the:election. He is
expected“towait-until the
full budgetary session later

this year.
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*iLabour Reporter . -
PARLIAMENT -has ' be-
gun ' to:realize that the
real.threat to the current
-regime ' lies in. the. in-
creasing support for so-
cialism among black
workers and that.its real
enemy’ is the working

¥

George’s Cathedral Hall'
| was told yesterday. .

UDF Gardens area
committee -member. Mr-.

Deputy 'Minister of
Transport, Mr Myburgh
Streicher, had made this.
clear when he told Par-
liament, this week that
the -government: could
not permit the capitalist
System to be replaced by
the redistribution of
wealth and land. - . ~

“None of the parties in

standing ' for election,
'| are ‘calling for social-
1sm,” Mr Young said.

‘Shadow’

“Mr Streicher is not
addressing the parlia-
mentary opposition, but
the vast and growing
movement of the work-
ing class which is begin-
ning to take socialism se-
riougly,” he said.

“The shadow of the
working class is falling
over this Parliament al-
though they are not re-
presented there.”

Mr Young said the gov-
ernment’s’ anxiety was
shared by capitalists,
who 'had begun “educa- .
tion programmes” with-
in their companies,to,try,
to teach “ignorant!work:
ers” about the free-en-
J terprise system.

‘Real . —

class, a packed .St

Gordon Young said the

Parliament, or those .
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‘Failed’

“Capitalism has failed
utterly in'this country to,
" | do anything but provide
privileges. for the few
and poverty for the
many, It:‘has failed to
convincei’'the working
class that it has anything
tlto offer the future of
South -Africa,” he said.

Another speaker, Mr
Moses ‘Mbotwa, of the
Transport and General
Workers’ Union, said he
had first-hand experi-
ence .of conditions for
| workers under: capital-

i1sm as he had worked as

a dustman for 18 years.

“Experience itself
| talks,” he said. _

“Under capitalism,
workers work hard all
day and then go home to
| places where they -don’t
even.have bathrooms.to
wash offthe Sweat; While;
those who ° dt‘i‘ﬁ‘iﬂnthn&gﬁ;

live in comfort.” £

———— - —
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. i MOST economists have conser-
o eyl gative projections for economic

AL S .
' iy Growth this year, and do not ex-
Si* pect any dramatic slowdown 1n

l_: “.EFEE_H
the inflation rate.
(g (. Their estimates for growth in
V., e, BTOSS domestic product are cautious
.. nvar. — between 2% and 4% — and estl-
T madtezsh glr inflation are between 15%
al .
v Several economists say factors
T ‘;f’i’;f which will inhibit stronger growth
et e are.
tuestar (A weak revival in personal con-
L1]-:.' . ginAda . % -

3 vt sumption spending which will have
el an adverse effect on the level of
2~ inventories and fixed investment,
L, -espe;:ially private sector invest-
3 VR 3 ment,
3¢ iy, (] Little hope of improved perform-

mrle, " P
-, "> ance in SA’s exports;
| O The enormous debt under which
{1 ~s; cORSUMeErs are labouring.
i+, %O However, a number of factors will
'+ 4ind contribute to growth in the economy
7.-42rg this year:
e 2% [C1The good rains which will boost
a;rai agriculfural output;
L, A strong possibility of tax cuts;
h . ', & [J An increase in State s ending in
k the run-up to the general election.

v, 4% Individual economists made these
1t Psl redictions.
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Rudolf Gouws, group economist
for Rand Merchant Bank: 2,5% eco-
nomic growth and an average infla-
tion rate of 17,5%. Some shori-term

relief will be felt but inflation will
rise again towards the end of the
year;
Louis Geldenhuys, of stockbrokers
George Huysamer: 2,5% growth and
inflation between 16% and 18%;
Cees Bruggemans, economist for
Barclays: a “statistical” growth of
more than 4% is possible, with infla-
12:'1{1;'171 fluctuating between 15%-*and
2,
Hans Falkena, economist for UBS:
2% growth and an average inflation
of 18% — 20% in the first quarter,
easing to 17% in the fourth quarter.
Although economists do not see
inflation subsiding significantly, the
possibility of hyper-inflation is'not
considered liktaIK in the near, future.
However, Falkena said that if gov-
ernment granted substantial pay in-
creases to civil servants, the result-
ing inflation would force a

depreciation of the rand to maintain

SA’s export competitiveness.
He said this situation could be
“yery dangerous”.




Brian Kantor is a would have risen sooner.
prufessnr of Econo- Achieving money supply targets directly,
mics at the Umvemlt%wnhnut regard to interest rates, would how-

by the De Kock Commission; the economy
has had to live with the consequences.
There was another reason why important
short-term interest rates were too high. Most
unfortunately for the depressed economy,
the cost of borrowing from building societies |
did not decline anything like as fast or as far {
as did their cost of raising additional funds.

of Cape Town ever require a fundamental change in the

way the Bank operates. It would mean sup-
plying the market with a predetermined
amount of cash reserves in the form of notes
or credits at the Bank at a price the market

‘4‘3\

In 1986, the first year of money supply
targeting, the Reserve Bank failed by a large
margin to achieve the planned growth in
money supply (M3) of between 16%-20%.
Actual growth will be less than 10%.

As a result, the economy suffered much
avoidable damage. Had the money supply
targets been achieved, the economy would
have grown much faster and without very
much more inflation.

It should be emphasised that the inflation
of 1986 had nothing to do with excess de-
mand, Demand was severely depressed;
prices rose in response to the devaluation of
the rand in 1985 and 1986. So the confi-
dence-shocked economy needed every en-
couragement from faster money supply
growth. What it got was a substantial and
devastating decline (some 10%) in the real
quantity of money.

The economy did get help from a decline
in short-term interest rates, but this was too
late and probably too little.

The purpose of money supply targets is to
help stabilise spending. Satisfying the tar-
gets would prevent money supply from grow-
ing too rapidly when confidence is high and
the underlying willingness of consumers and
firms to spend strong. When confidence is
low and firms and houscholds reluctant to
spend, achieving monetary targets would
help prevent a decline in total spending.

The purpose of monetary targets is, there-
fore, much more important than monetary
signalling of higher or lower interest rates.
Other signals for this are readily available.
Indeed, it is not at all obvious that the
commitment t0 money supply targets made
any difference to the actions of the Bank in
1986. It led declines in interest rates in
response to the weak economy and large
export surpluses, just as it would have done
in the absence of money supply targets.

The De Kock Commission Report ex-
plained clearly why monetary authorities
cannot hope to control permanently both the
quantity of money and its price, expressed in
interest rates. Therefore, if money supply
targets were to have been met in 1986, inter-
est rates should logically have declined much
sooner than they did, and perhaps much
further. In other words, the interest return

on savings after inflation and taxation should
have left savers even worse off. But the

economy would have recovered sooner and
returns to investments and so interest rates

50

ould be willing to pay. This would mean no
more nor less than the Bank giving up man-
agement of short-term interest rates.

It is this power and importance in finan-
cial markets that central bankers everywhere
— not only in SA — are naturally most
reluctant to yield. Central banks, while ac-
knowledging the importance of the supply of
money, even while committing themselves to
money supply targets and admitting that
they cannot control both the money supply
and interest rates, continue to want to exer-
cise power over short-term rates of interest.

To succeed with money supply targeting,
while at the same time controlling short-
term rates, requires the Bank to estimate
accurately the demands for loans from the
banking system and, in turn, the demands
commercial banks will, therefore, make on
the central bank for cash reserves.

The price for this extra cash is set by the
Bank by its discount rate. The overdraft or
other bank lending rates thus remain closely
linked to the rate at which extra cash can be
obtained from the Bank.

Demands by the borrowing public for
loans from the commercial and other banks
depend, in part, on the interest cost of loans,
linked as they are to the discount rate.

They also depend, in part, on the state of
the economy and the confidence of borrow-
ers. If the central bank over-estimates de-
mands for bank loans, growth in bank lend-
ing and in bank deposits — that largely
make up money supply — may fall below
target.

This is what happened in 1986. By impli-
cation, interest rates should have been set
lower, sooner, to have encouraged sufficient
demands for bank credit to realise the money
supply targets. When the economy recovers,
it is likely that the Bank will, as in the past,
under-estimate rather than over-estimate de-
mands for bank credit. In which case, money
supply will grow above target and prove
excessive, Interest rates will rise in response
to excess money growth, but probably by too

little, too late.

These problems could be avoided were the
Bank simply to auction off a predetermined
and targeted amount of extra cash to the
banking system, leaving the price of such
cash to be determined by the money market.

In this way, targets would be met and
monetary policy prove highly stabilising. A
stable economy achieved this way would
surely mean less, rather than more, volatile
interest rates. Such a solution was rejected

In any competitive financial market, re-
wards from supplying extra funds to the
market would decline with the cost of at-
tracting extra funds.

Fixed costs of borrowing help the profits of
financial institutions when interest rates rise
unexpectedly but reduce profits when they
fall unexpectedly.

In 1986 building societies could still enjoy
much wider margins between the cost, at the
margin, of borrowing and lending because
most were preparing to become public com-
panies.

They all wish to earn and retain more
profits and so build up reserves. None
seemed willing to rock the boat by competing
actively for additional mortgage loans.

Many of the shareholders who would, in
time, benefit from the greater profits and
might in normal c¢ircumstances have been
willing to spend some of the extra wealth
being created for them by the building
society managers, were not identified, with
the exception of the new sharcholders in the
United Building Society, and then only late
in 1986.

Perhaps coincidentally, it was also only
late last year that banks seemed willing to
compete actively for more of the highly pro-
fitable business of lending on mortgage.

Mortgage rates have since dropped but,
frustratingly, given the need to encourage
spending, much more so for the few “new”
rather than the many “old” borrowers. In a
highly competitive market, distinctions be-
tween new and otd borrowers would become
irrelevant as banks and building societies
competed away the margins between the cost
of borrowing and the reward for lending.

Such competition would be greatly en-
couraged were mortgage contracts made
easily negotiable with third parties, as well |
as much less expensive to enter into. Such
negotiability would enable the creation of
tradeable blocks of mortgages in which the
risks of default could be spread.

The ability to package mortgages and re-
sell them through financial markets (some-
times called securitisation) would allow pri- |
mary marketers of mortgage loans to pass on
the risks of fluctuations in interest rates to
those in the financial markets best able and
willing to bear them.

Building societies or banks would not then
have to be big or geographically spread to be
efficient and competitive. Borrowers, espe-
cially the great bulk of old borrowers, would
benefit greatly from such competition.

:
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Give it the gun

Finance Minister Barend du Plessis faces a curious dilemma
over the forthcoming mini-Budget. Simply put, he needs to
inject a strong fiscal stimulus into the sluggish economy.
Relatively modest actual government spending over the past
nine months, and higher-than-expected revenue receipts,
suggest he has scope — preferably through tax cuts, though
an argument could be made by some for increasing public
spending.

As we spelt out earlier (FM January 23), December’s
17,6% actual spending increase re- [
presented a decrease in real terms [
and was less than in November. Rey-
enue receipts in the first nine months
of the fiscal year were 16,4% up
against an estimate of 13,1%. As an
active borrower the Exchequer is full
of cash.

The rub 1s that if Du Plessis takes |
account of authorised spending —
remember the R400m on black hous-
ing stuck in the bureaucracy — and
adds to that the demands heavy-
handed Cabinet colleagues are mak-
ing, his room to manoeuvre is much |
less. Those who don’t understand
supply-side economics — or don’t
want to — would argue that indeed o330
he has none at all. v

As far as public service pay in-| 4
creases are concerned, Du Plessis will {- ¥ <
want to emphasise the circumscribed ;<4334
position and the need, in terms of iy 3%
longer-term economic strategy, to |i%:
keep the deficit before borrowing — 4%
the difference between income and [ "'f..;..
receipts — down to around 3% of the |-3588
total value of output, GDP. o

However, if he adheres resolutely 3775
to this narrow path, he will fail to [>338
maximise the upswing in business ac- : 338
tivity. For without taking into suffi- (2
cient account actual spending, and &L gk
depending to a greater degree on long-term borrowmgs to
fund future spending, he has very little hope of ultimate
SUCCESS.

He must remind free-spending colleagues that under the
present parliamentary system the Finance Minister — not
the Cabinet — is sole arbiter of public expenditure. In the
final analysis, he carries the axe. He must not hesitate to use
it as and when the situation calls for restraint, regardless of
earlier spending agreements.

l A borrowing deficit at 3% of GDP is no more than a useful
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rule of thumb and longer-term target. The International
Monetary Fund may have to present such a ratio as dngma to
Third World impoverished profligates. But economic policy
here should be above that sort of rigidity.

We guess that he will have to go some way to meeting
public service pay demands, especially with an election
looming. If he does this without taking worthwhile steps to
encourage rising economic activity, substantial resources
will be transferred from the private sector to the less produc-

g7| tive public one.

The risk then will be that recession
1 prolonged and the chances of a
quick dash for growth this year —
before trade sanctions begin to bite
-— won’t materialise. In plain words,
] things will just get worse. An oppor-
tunity that won’t recur will have been
| lost.
i The time could not be better for an
.1 adventurous plunge into supply-side
sskinidill measures to boost consumption and
" | investment, leading in time to greater
| tax revenues as corporate profits rise.
| The real danger is that once again too
.3 little will be done too late.

5758 Concern at the capital account of
oo (38 the balance of payments and the need
sh5o% to repay foreign debt is not pressing
-%251 right now. Of course, with reserves of
<-4] $2,5 billion — of which the gold con-
7+ tent is at present rising — and a
g substantial current account surplus,
% v3774 foreign bankers will press for acceler-
<3222 ated repayments of the debt within
f:*-“‘ir the net.

x%:255  But our repayments have been so
punctilious and the rate of interest so
1 high that the Treasury negotiating
4 team would have to be suckers indeed
& not to be able to negotiate further
sk reasonable repayment terms. An im-

Z8% portant point is that we have no non-
performing loans, so foreign bankers have had no problems
from their regulatory authorities.

Foreign trade credits are flowing again and for major
purchases abroad there has never been a shortage of export
credit. For the moment, at least, the heat is off capital
outflows.

Precisely because the dead hand of political paralysis has
such a grip on business confidence, Du Plessis needs to push
harder for growth. Economically, SA could not be better

poised for a strong upswing. B
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ECONOMIC PROSPECTS @ 3

ic Research’s

nomic relations.
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Elegy for growth i
The latest Stellenbosch
(BER) Economic Prospects
paints a depressing picture of an economy
“in the process of decay” with mounting
pressure of sanctions, further heavy commit-
ments towards foreign debt repayments and
a deterioration of industria] and socio-eco-

Rebuking foreign lobbyists, BER says ad-
VEISE economic circumstances “have been ex-
acerbated by a persecution of SA, probably
unparalleled in history
parties and countries, who see In it an oppor-
tunity of furthering
economic interests.”

Bureau for Econom- "‘ﬁ

by persons, political

their own political and

In part this is manifested in trade sanc-
| tions and boycotts. From a constraint on
economic growth the balance of payments
has developed “into a bear-hug.”

Says the report: “At a minimum, energy
and ingenuity will be absorbed in sanctions-
busting which could have been more profit-
ably applied in other endeavours, and will
entail a deterioration of the terms of trade.”

BER identifies 1974 as the “watershed
year” between the era of vigorous growth
and the beginning of the “anaemic § ~
nomy.” Growth since then has averaged o,
third that of the preceding 14 years.

SA has not been helped by apparent stag-
nation in the economies of first-world coun-
tries, whose average growth has halved since
1973, harming export performance.

The report provides a chilling reflection of
sentiment among some economists and busi-
nessmen as a backdrop to the impending
second round of foreign debt negotiations.

It says that unless there is a “drastic
change in the customs and habits of South
Africans,” without diregt control over im-
ports the repayment of sizeable amounts of
foreign debt must mean an anaemic eco-
nomy and increasing impoverishment.

“Foreign creditor nations who forced SA
into this situation are either ridiculous in
demanding debt repayment while making it
impossible for her to do so, or otherwise
fiendishly — and foolishly — intent upon
inflicting maximum harm.”

But SA’s homespun political framework
has provided grist to the mill. Foreigners’
moral turpitude hardly obviates the need for
domestic political and social reform.

BER, perhaps remarkably given its litany
of doom, predicts GDP growth of 3,4% for
1987, compared to an estimated 1,1% last
year. It sees government consumption and

Stock building as the mainsprings, jointly |
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generating 69% of the projected GDP rise.

Additional spending on personnel and un-
employment expenditure or salary incre-
ments higher than the inflation rate — to
which the election may make a contributjon
—is, according to BER, “not much appreci-
ated by the private sector.”

If the future is to hold much hope, the
bureau argues that considerable emphasis
should be placed on supply factors, rather
than demand. “Or, we shall become just
another African economy” B
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ECONOMIC CONCENTRATION @
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Concentration of market power has been
almost unavoidable in SA, given the size of
the economy and the restrictions placed upon
it. Bconomic policies that focused on the
export of raw materials and the import of
manufactured goods limited markets and
provided little scope for economies of scale.

At the same time, major statutory con-
straints were imposed over the years — for
the Group Areas Act, Land
Acts, job reservation, influx control and dis-
criminatory access to funds. These distorted
growth patterns excluded large segments of
the population from commercial life and
created conditions in which it was easier for
big business to prosper than for the smaller
enterprise.

Once in place, the tendency for control to
find its way into a few hands gained its own
momentum.

Profits generated within such concentra-

tions must find fresh investment avenues. In
the nature of things, they will follow the line
of least resistance. And, with exchange con-
trol damming up funds, sanctions cutting
export markets, and the weaker rand sending
up costs of capital investment, there is likely
to be growth by acquisition.

Unfortunately, at precisely this moment,
the economy has never been more vulnerable
to the damaging potential inherent in this |
situation. The forces most conducive to in-
creases in concentration make it most harm-
ful — because they help perpetuate both the
crippling recession and the frightening rate
of inflation.

With investor confidence and consumer
demand low and the cost of capital invest-
ment often prohibitive, any merits of concen-
tration are neutralised while its defects are
maximised.

The reason is that monopolists tend to
respond to demand by putting up prices
rather than pushing up production (thereby
creating jobs). So non-competitive markets
counter most forms of anti-inflationary poli-
¢y, while increasing their impact on unem-
ployment.

Most research on concentration of control
has centred on inflation. According to
Rhodes University economist Brian Dollery,
findings both in SA and abroad have been
«inconclusive and controversial.” His own
study of price changes in SA between 1978-
1980 does not support the theory that “prod-
uct market imperfections play an important
role in the local inflationary process.”

Research by Frederick Fourie of the Uni-
versity of the Orange Free State shows that,
between 1972-1979, prices In competitive
sectors did not increase any more slowly than
those in concentrated sectors; for, among
other reasons, benefits conferred by econo-
mies of scale can counter the restraints of
non-competitiveness.

But he stresses that, though concentrated
sectors don’t contribute more 10 inflation
than deconcentrated sectors, this doesn’t
mean they don’t play a part; and if price rises
are passed on this could propagate inflation.

He points out, however, that one has to

distinguish between high prices and continu-
ously rising prices. “Only the former is indis-
putably caused by economic concentration.
Absence of competition may create distor-
tions in relative prices, but one-off price rises
alone can’t create or perpetuate inflation.”

e er——————— e =Y
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markets.

There are even indications that near-
monopolies can be a positive force in contain-
ing inflation. Dollery’s
that their large market shares allow them to
exploit the advantages of economies of scale,
while competitive firms
average Costs.

However, there is evidence that, when de-
mand is constrained, the opposite may be
Says Foursie: “My results indicate that a
| 1ack of competition
inflationary demand policies. 1 haven’t done
much research on its effect on supply poli-
cies, but my feeling is that concentrated
sectors may be slow to respond 10 incentives,
cost changes and new opportunities.”

So downward price inflexibility is more
likely in non-competitive than in competitive

Even more serious, given SA’s social insta-
bility, is the impact of concentrations of
market control on unemployment.
authorities suppress
\ between inflation and unemployment is more
painful,” says Fourie,
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