


As recommended by the Commission, the targeting exer-
cise now being embarked upon will be applied with a fair
measure of flexibility and a “low profile”. What this means is
that there will be no rigid and overriding "money rule” thatim-
plies leaving interest rates and exchange rates completely
free to find their own levels at all times. Instead, the monetary
authorities will continue to exercise discretionary judgment
in deciding what combination of money supply, interest rates
and exchange rates to aim at in any given set of circum-
stances. But this discretion will naturally be constrained by
the need to avoid changing or breaching the M3 target so of-
ten that it loses its meaning.

It must also be emphasised from the outset that in framing and
applying monetary policy the monetary authorities will not be in-
fluenced unduly by individual month-end figures. This is not only
because month-end money supply statistics are notoriously
volatile for technical reasons, but also because of the non-rigid
approach being adopted to the targeting exercise in general.
On the basis of past experience it is highly likely that individual
month-end M3 figures will from time to time fall outside the limits
set by the “cone” and the “tunnel”. When this happens, the
Reserve Bank will not necessarily feel constrained to tighten or
ease its policy stance immediately. But, of course, if the monthly
M3 figures consistently fall outside the target range, policy ad-
justments will have to be considered and/or the target range
itself will have to be reviewed and possibly modified.

In accordance with the Commission’s recommendations the
main instruments of monetary policy to be used in order to main-
tain M3 growth within the target limits will be public debt man-
agement (including public borrowing policy), open-market oper-
ations, discount policy and Reserve Bank “intervention” in the
foreign exchange market. Use of these market-oriented policy
instruments may at times be supplemented by variations of the
cash reserve requirements for banks and building societies.

As in many other countries, the rationale for introducing
monetary targeting in South Africa is basically three-fold:

— It will make clear that the monetary authorities are deter-
mined to get to grips with what they themselves have con-
sistently identified as a vital element in the process of inflation,
namely an excessive rate of increase of the money supply.

— It will provide advance notification of the likely stance of
monetary policy. This greater predictability should assist pri-
vate sector enterprises in reaching business decisions and
also be helpful to workers and employers in the formulation
and negotiation of wage demands.

- It will provide a yardstick against which the actual performance
of monetary policy may be judged.

From the point of view of curbing inflation, alower target range
for the rate of increase in M3 in 1986 than 16 to 20 per cent would
obviously have been preferable. But apart from the problem of a
relatively low base period already mentioned, the targeting exer-
cise is being introduced under conditions of low growth and high
inflation, and in the short term a balance has to be maintained
between facilitating growth and curbing inflation.

In these circumstances a target range of between 16 and 20
per cent was chosen for 1986 because it meets two conditions:
Firstly, it is high enough to accommodate a projected increase
in real gross domestic product of more than 4 per cent between
the fourth quarter of 1985 and the fourth quarter of 1986, which
translates into an increase of about 3 per cent between calendar
1985 and calendar 1986. Secondly, it is low enough to ensure
that the expected decline in the rate of inflation during the course
of 1986 as a result of the recent appreciation of the exchange
rate will not be aborted by the emergence of new demand infla-
tionary pressure.

In other words, it is believed that attainment of the 16 to 20 per
cent M3 target would be consistent with the simultaneous
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achievement of a substantially higher real growth rate in 1986
than in 1985 and a marked decline in the rate of inflation during
the course of 1986. If meaningful progress is made towards the
latter end, the way will have been paved for the setting of a lower
target range for M3 in 1987, as a prelude to a further reductionin
the inflation rate.

APPENDIX

Definitions of monetary aggregates?

N{on-
etary _— rogl oot
aggre- Existing definition New definition
gate
M1(A) - Coin and banknotes in
circulation, and cheque
and transmission depos-
its with banking institutions2
building societies and the
Post Office Savings Bank
M1 Coin and banknotes in M1(A)
circulation, and demand Plus: Other demand de-
deposits with monetary posits with banking in-
banking institutions.? stitutions 2
M2 M1 M1
Plus: Other short-termde- Plus: Other short-term
posits, and all medium- deposits, and all medium-
term deposits (including term deposits (including
savings deposits) with savings deposits) with
monetary banking insti- banking institutions.?
tutions® Plus: Other short-term
deposits, and all medium-
term deposits (including
savings deposits and
certain “share" Iinvest-
ments) with building so-
cieties.
Plus: Savings deposits
with and savings bank
certificates of the Post
Office Savings Bank.
M3 M2 M2
Plus: All long-term de- Plus: All long-term de-
its with monetary posits with banking in-
anking institutions.3 stitutions.?

Plus: All long-term depo-
sits and other “share” in-
vestments with building
societies.

Plus: Investments in na-
tional savings certificates
issued by the Post Office
Savings Bank

1 Deposits Included in these aggregates are those of the domestic privata sector with the
institutions concerned. Forelgn deposits, govemment depoaits and deposits of the insti-
tutions concerned with each other are excluded.

2 The South African Reserve Bank, the Corporation for Public Deposits, discount houses, all
other reglstered banking Institutions and the short-term business of the Land Bank.

3) The South African Reserve Bank, the commerclal banks, merchant banks, the former
National Finance Corporation, Comporation for Public Deposits, discount houses, the
short-term business of the Land Bank, and ather banking Institutions of which the monthly
average amount of demand deposit llabllities during the preceding calendar year amounted
to at least AR5 000 000 and of which the monthly average amount of short and medium-term
deposit liabllities during the preceding calendar year collectively amounted to at least one-
third of the total deposit liabilities of such an institution or at least R30 000 000.






Soos deur die Kommissie aanbeveel is, sal die mikpuntoe-
fening waarmee nou 'n begin gemaak word, met 'n redelike
mate van buigsaamheid en 'n “lae profiel” uitgevoer word. Dit
beteken dat daar geen stram en ocorheersende "geldreél” gaan
wees waarvolgens rentekoerse en wisselkoerse heeltemal vry-
gelaat word om te alle tye hul eie viakke te vind nie. In plaas
daarvan sal die monetére owerhede voortgaan om hul diskre-
sionére oordeel uit te oefen wanneer hulle besluit na watter kom-
binasie van geldvoorraad, rentekoerse en wisselkoerse daar in
enige gegewe stel omstandighede gestreef behoort te word.
Hierdie diskresie sal natuurlik egter beperk word deur die nood-
saak om te vermy dat die mikpunt vir M3 so dikwels verander of
verbreek word dat dit geen betekenis meer het nie.

Dit moet ook vanuit die staanspoor beklemtoon word dat die
monetére owerhede by die formulering en toepassing van hul
monetére beleid nie cormatig deur maandeindsyfers beinviced
sal word nie. Dit is so nie slegs omdat die geldvoorraadstatistiek
soos op maandeindes om tegniese redes berugte wisselval-
ligheid toon nie, maar ook vanweé die buigsame benadering
wat ten opsigte van die mikpuntoefening in die algemeen gevolg
sal word. In die lig van vorige ondervinding is dit baie waarskyn-
lik dat individuele syfers vir M3 soos op maandeindes van tyd tot
tyd buite die perke sal val wat deur die “kegel” en die “tonnel”
gestel word. Wanneer dit gebeur, sal die Reserwebank nie
noodwendig verplig voel om sy beleid onmiddellik te verruim of
te vemou nie. Maar as die maandelikse M3-syfers aanhoudend
buite die mikpuntgrense val, sal beleidsaanpassings natuurlik
oorweeg moet word en/of sal die mikpuntgrense self in her-
siening geneem en moontlik gewysig moet word.

In ooreenstemming met die Kommissie se aapbevelings sal
die belangrikste monetére-beleidsinstrumente wat gebruik
gaan word om die groei van M3 binne die mikpuntperke te hou,
bestaan uit openbare-skuldbeheer (met inbegrip van die
leningsbeleid van die openbare sektor), opemarktransaksies,
herdiskonteringsbeleid en "intervensie” deur die Reserwebank
in die buitelandsevalutamark. Die gebruik van hierdie
markgerigte beleidsinstrumente mag by tye aangevul word
deur wysigings van die kontantreserwevereistes vir banke en
bouverenigings.

Soos in baie ander lande is die onderliggende redes vir die
instelling van monetére mikpunte in Suid-Afrika basies van
drieérlei aard:

— Dit sal duidelik maak dat die monetére owerhede vasbeslote
is om 'n houvas te verkry op wat hulleself konsekwent as 'n
kermelement in die inflasieproses aangedui het, naamlik 'n
oormatige koers van toename in die geldvoorraad.

— Dit sal dien as vooraf-kennisgewing van die waarskynlike
ingesteldheid van monetére beleid. Sodanige groter voor-
spelbaarheid behoort ondermnemings in die private sektor te
help om hul sakebesluite te neem en behoort ook vir werk-
nemers en werkgewers van hulp te wees by die formulering
van, en onderhandelings oor, looneise.

— Dit sal 'n maatstaf voorsien waarteen die werklike resultate
van die monetére beleid beoordeel kan word.

Vanuit die oogpunt van die beteueling van inflasie sou laer mik-
puntgrense as 16 en 20 persent vir die groeikoers in M3 in 1986
vanselfsprekend verkieslik gewees het. Maar afgesien van die
probleem van 'n relatief lae basistydperk waarna reeds verwys
is, word daar onder toestande van lae groei en hoé inflasie met
die mikpuntoefening begin, en op die kort termyn moet daar
tussen die aanmoec?iging van groei en die beteueling van inflasie
'n sekere ewewig gehandhaaf word.

Onder hierdie omstandighede is daar vir 1986 mikpuntgrense
van 16 en 20 persent gekies omdat dit aan twee vereistes vol-
doen: Eerstens is dit hoog genoeg om voldoende ruimte te laat
vir 'n beraamde toename in die reéle bruto binnelandse produk
van meer as 4 persent tussen die vierde kwartaal van 1985 en
die vierde kwartaal van 1986, wat na 'n toename van ongeveer
3 persent tussen die kalenderjaar 1985 en die kalenderjaar 1986
omgereken kan word. Tweedens is dit laag genoeg om te ver-
seker dat die verwagte daling in die inflasiekoers in die loop van
1986 as gevolg van die onlangse appresiasie van die wissel-
koers, nie as gevolg van die verskyning van nuwe vraaginflasie-
druk op niks sal uitioop nie.
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Daar word met ander woorde geglo dat bereiking van die
groeimikpunt vir M3 van 16 tot 20 persent verenigbaar sou
wees met die gelyktydige bewerkstelliging van 'n aansienlik
hoér reéle groeikoers in 1986 as in 1985 en van 'n aanmerk-
like daling in die inflasiekoers in die loop van 1986. Indien daar
wel betekenisvolle vordering na laasgenoemde doel gemaak
word, sal die pad oopgemaak wees om in 1987 laer mikpunt-

rense vir M3 te stel, as voorspel tot 'n verdere verlaging van die
inflasiekoers.

BYLAAG

Definisies van monetére totale'

Mone- A
tére Huidige definisie Nuwe definisie
totaal
M1(A) - Munte en banknote in om-

loop, en tjek- en transmis-
siedeposito’s by bankin-
stellings,? bouverenigings
en die Posspaarbank.

M1 Munte en banknoteinom- M1(A) o
loop en onmiddellik opeis- Plus: Ander  onmiddellik

bare deposito’s by mone- opeisbare deposito's by
tére bankinstellings.® bankinstellings.?
M2 M1 M1
Plus: Ander korttermyn- Plus: Ander korttermyn-
posito’s, en alle {nidfieﬂtg- deposito's, en alle &igtdel-
deposito's (met inbe- termyndeposito’s in-
{:;nn};::n van spaardeposito’s) begrp van spaardeposi-
by monetére bankinstel- to's) bxnbanldnstellings.a
lings3 Plus: Ander korttermyn-
deposito’s, en alle middel-
t ito's (met in-
begnp van spaardeposi-
to’s en sekere “aandele”
beleggings).
Plus: Spaardeposito’'s by
en spaarbanksertifikate
van die Posspaarbank.
M3 M2 M2

Plus: Langtermyndeposi- Plus: Alle  langtermynde-

to's by monetére bankin- posito's by bankinstelings?

stellings? Plus: Alle langtermynde-
posito’s en ander “aan-
dele"-beleggings by bou-
verenigings.
Plus: Beleggings in nasi-
onale spaarsertifikate uit-
gere;i(k deur die Posspaar-

ank.

1) Dhe deposilo’s by hierdie totale ingesluil, is dié van die binnelandse private sektor by die
betrokke instellings. Buitelandse deposito’s, regeringsdeposito’s en deposito’s van die
betrokke installings by mekaar is ullgesiuil.

2 Dis Suid-Alfrikaanse Reserwebank, die Korporasie vir Openbare Deposilo’s, diskonto-
huisa, alle ander geregistrearde bankinstallings en die korttermynbesigheid van die Land-
bank

3) Die Suld-Afrikaanse Reserwebank, handelsbanke, aksepbanke, die voormalige Na-
sionale Finansiekorporasie, Korporasie vir Openbare Deposito's, diskontohuise en die
korttermynbesigheid van die Landbank, en ander bankinstellings waarvan die maande-
likse gemiddelde bedrag aan onmiddellik opeisbare depositoverpligtings gedurende
die voorafgaands kalenderjaar minstens RS 000 000 bedra het en waarvan dies maande-
likse gemiddelde bedrag aan kort- en middeltermyndepositoverpligtings gedurende
die voorafgaande kalenderjaar gesamentlik of minstens een derde van so 'n instelling se
tolale depositoverpligtings of minstens R30 000 000 bedra hel.
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