


























1984 to 27 per cent in March 1985 and to 241/ per cent
in April.

Having regard to the slight increase in nominal gross
domestic expenditure in the first quarter of 1985, the
increased bank credit to the private sector was not used
to finance additional consumption and investment ex-
penditure. At most, credit was used to finance a small,
and probably involuntary, build-up of industrial and com-
mercial inventories. To a much larger extent, additional
bank credit was used for tax payments, in particular at
the end of February, as well as for augmenting com-
pany cash flows, for capitalising accrued interest on pre-
viously existing bank credit and for financing increased
exports. In addition, there was some re-intermediation
of credit transactions owing to tighter conditions in the
intercompany market for funds. The argument that ad-
ditional bank credit was not used to finance real expen-
diture is supported by the fact that hire-purchase credit
and leasing finance increased only moderately during
the first quarter.
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Financial markets

Reserve Bank’s operations in financial markets and
refinancing transactions

The Reserve Bank's operations in the financial markets
during the first five months of 1985 consisted, firstly, of
active participation in government debt management. Net
sales of govemment stock by the Bank amounted to R342
million during the first quarter and were stepped up to
R1 704 million during April and May, the first two months
of the 1985/86 fiscal year. In addition, the Bank sold
government stock, amounting to R323 million, due for
settlement during June. Apart from direct stock sales by
the Bank, government stock to the amount of R450 mil-
lion was privately placed with investors through a stock-
broker.

Expectations that interest rates had peaked and would
decline in the period ahead created a receptive market
for government stock. Accordingly, a substantial por-
tion of the Government's gross borrowing requirement in
the 1985/86 fiscal year was satisfied in the first fiscal
year quarter. These borrowing transactions, in the form
of Reserve Bank sales of government stock, served the
additional purpose of mopping up excess liquidity intro-
duced into the markets by the Government'’s seasonally
high expenditure in the early months of the new fiscal
year. In this way, the Bank ironed out seasonal fluctu-
ations in interest rates and promoted an orderly down-
ward adjustment of rates.

Secondly, the Reserve Bank's operations in the fi-
nancial markets during the first quarter of 1985 were
aimed at relieving temporary cash shortages in the money
market and the accompanying upward pressure on in-
terest rates. For this purpose, the Bank entered into
repurchase agreements, totalling R500 million, with bank-
ing institutions over the March month-end. During the
second quarter, when the seasonal increase in govern-
ment expenditure resulted in increased liquidity in the
money market, the Bank switched its operations to the
absorption of liquidity. In addition to the government
stock sales referred to earlier, the Bank sold special
Treasury bills to the amounts of R200 million and R100
million during April and May, respectively.

Thirdly, funds of the Corporation for Public Deposits
were placed by the Reserve Bank with the discount
houses. These funds amounted to R500 million at the
end of 1984 as well as at the end of March 1985 and to
R600 million at the end of May.

The net result of the Reserve Bank's operations and
the other factors affecting the money market was that
the discount houses and other banking institutions had
to be accommodated by the Reserve Bank by varying
amounts during the first five months of 1985. During the
first quarter of 1985 the average daily amount of refinanc-
ing outstanding was R1 743 million. At the end of March
the amount of refinancing stood at R2 256 million, but it
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