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Introduction 

Credit plays an almost indispensable role in any modem 
economy. It serves as a "lubricant" to help the economy 
run smoothly. One of the most important types of cre
dit extended is bank lending, which is widely used by 
borrowers in many different sectors of the economy. 

Although statistics regarding bank credit extended 
to the public and private sectors are published regular
ly in the Quarterly Bulletin of the South African Reserve 
Bank, a breakdown by industrial sector has been pro
vided only infrequently. Such information has been col
lected, however, on a continuous basis up to December 
1986 from the commercial banks, merchant banks 
and "other" monetary banking institutions.2 The classi
fication of these banks' debtor accounts in terms of 
industrial sectors is available only in respect of their dis
counts and advances. This article will, therefore, con
centrate mainly on an analysis of this discounts and 
advances aggregate. 

The total of the commercial banks', merchant banks' 
and "other" monetary banks' discounts and advances 
differs from these banks' total credit extension in that 
certain items on their Quarterly Statements of assets 

, The concept of "monetary" banking institutions was aban-
doned With the introduction of the new monetary aggregates 

in March 1986. Up to thai date the so-called monetary banks 
made up the monetary banking sector. Monetary banking insti
tutions included the Soulh African Reserve Bank, the former 
National Finance Corporation, the Corporation for Public 
Deposits, discount houses, the short-term business of the Land 
Bank, commercial banks, merchant banks, and "other" banking 
institutions of which the monthly average amount of demand 
deposit liabilities during the preceding calendar year amounted 
to at least R5 000 000 (up to the end of 1970: R1 000 000 and 
from 1971 to the end of 1974: R3 000 000) and of which Ihe 
monthly average amount of short-and medium-term deposit 
liabilities during the preceding calendar year collectively 
amounled to at least one-third of the total deposit liabilities of 
such an institution or at least R30 000 000. "Banks" as referred 
to in this paper include only the commercial banks, merchant 
banks and "other· monetary banking institutions. 

2 This survey was terminated as from 1987 to lessen the banks' 
statistical burden. 

-Afskrifte van hierdie artikel in Afrikaans is verkrygbaar van die 
adres op bladsy 2 van hierdie Kwartaalblad. 
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and liabilities form part of total credit extended but are 
not regarded as part of discounts and advances.' The 
discounts and advances of these banks on average 
amount to about 84 per cent of their total credit exten
sion, and to about 90 per cent of the discounts and 
advances of all private banks. 

This article firstly provides an overview of the behav
iour of the banks' credit extension in the form of dis
count.s and advances. Secondly, the different types of 
loans and advances are reviewed. Thirdly, broad types 
of borrowers are identified. Finally, the industrial 
classification of the different borrowers is analysed. 
Data on the sectoral breakdown of bank lending were 
last published in the December 1 9681ssue of the Quar
terly Bulletin. 

Behaviour of total discounts and advances, 
1970-1986 

Total discounts and advances by the banks increased 
from R2 677 million at the end of 1970 to R45 967 mil
lion at the end of 1986, i.e. at an average annual 
growth rate of 1 g,4 per cent. This rate of increase was 
substantially higher than the average annual rate of in
crease of 12,1 per cent in the consumer price index or 
the 16,3 per cent rate of growth in nominal gross dom
estic product between these two dates. 

The commercial banks remained the major source 
by far of bank credit during this period. Their share in 
the total never fell below 70 per cent. This may be 
attributed mainly to their extended branch system, as 
well as to the wide range of services offered by them. 

The annual changes in the banks' discounts and ad
vances showed wide fluctuations over the years, vary
ing from less than 4 per cent in 1971 to as much as 

3 Discounts and advances consist of the following items shown 
on the banks' Quarterly Statement of assets and liabilities (BA 

Form 9, before its amendment as from December 1986), viz.: 
Bills discounted or purchased Otem 10); Loans and advances to 
banking institutions (item 6); Bills of and advances to the Land 
Bank (item 7); Hire-purchase discounts and advances (item 11); 
Deeds of sale discounted (item 12); Loans and advances to 
Governments (item 13); Other loans and advances (item 14); 
and, Merchandise leases (item 15). Total bank credit extended 
also includes Deposits (nem 4); Treasury bills (item 8); and, 
Investments (item 9) . The latter three items are not included in 
this analysis because the classification of accounts In terms of 
industrial sectors is available only in respect of discounts and 
advances and not for total bank credit extended. 



Graph 1: Bank lending 

60 
% 

50 
Annual percentage change 

40 

30 

20 

10 

o 

Dark area : downward phase of the business cycle 

almost 44 per cent in 1973. As indicated in Graph 1, 
the rate of increase in bank lendin9 tended to move 
broadly in accordance with the business cycle. Growth 
in the banks' discounts and advances tended to accel
erate at the start of cyclical upswings in economic ac
tivity and to slow down at the onset of downtums. The 
rate of increase in the banks' total discounts and 
advances declined, for example, from 40,8 per cent in 
1984 to 14,3 per cent in 1985 and to 5,6 per cent in 
1986 mainly as a result of the sharp decline In economic 
activity during 1985 and 1986, the concomitant deterio
ration in the economic outlook of borrowers, and already 

Table 1: Discounts and advances by commercial banks, 
merchant banks and other monetary banking 
institutions as percentage of gross domestic pro
duct at market prices 

Gross domestic Discounts and 

Year Discounts and product at advances as 
advances market prices percentage of 

(GOP) GOP 
Rmillions R millions Percentage 

1970 ....... 2677 12908 20,7 
1972 .. .... . 3243 16104 20,1 
1974 .. .. ... 5660 24472 23,1 
1976 ....... 7311 30800 23,7 
1978 .. ..... 8506 39297 21,7 
1980 ....... 13508 62007 21 ,8 
1982 .. .. .. . 21939 79978 27,4 
1984 ....... 38083 105584 36,1 
1986 .. .. ... 45967 140556 32,7 

Average annual 
growth rate 
1970- 1986 . 19,4% 16,1% 

high levels of borrowers' indebtedness. The relatively 
low rate of increase during 1986 in particular was also 
influenced by "disintermediation" phenomena, i.e. by 
the substitution of direct lending and borrowing between 
non-bank parties for deposit -holding with and borrow
ing from banks. 

Several reasons from the supply as well as the de
mand side of the process of credit creation can be 
offered for the cyclical variations in the rate of growth of 
bank lending. Banks' liquidity, which tends to be rela
tively high at the start of an economic upswing, usually 
diminishes as the upswing gains momentum, thereby 
affecting not only the availability but also the cost of 
bank credit. On the demand side, factors such as the 
cost of credit, income expectations, and the existin9 
debt burden of borrowers, also tend to favour an in
crease in the use of credit during the early stages of up
swings and to inhibit the use of more credit during the 
later stages of upswings and the earlier stages of 
downswings. 

Total discounts and advances by the banks as a 
percentage of gross domestic product at market prices 
fluctuated in a relatively narrow band from 1970 to 1980, 
riSing only moderately during the period 1973 to 1975 
when the credit ceilings were lifted temporarily (see 
Table 1). Credit ceilings were imposed formally from 
30 September 1967 and were maintained up to the 
end of October 1972. Ceilings were in use again from 
17 February 1976 up to their final withdrawal on 26 
August 1980. They resulted in substantial disinterme
diation, whiCh had a dampening effect on the growth in 
bank lending during this period. 

Abolition of the credit ceilings, and the change-over 
to more market-related monetary pOlicies during the 
early 1980s, brought about substantial reintermedi
ation. This resulted in major increases in the measured 
amount of credit supplied by the banks between 1981 
and 1985. This increase in discounts and advances 
occurred in all types of credit supplied by the banks. 
The ratio of discounts and advances to gross domestic 
product consequently rose from levels of between 20 
to 24 per cent during the period 1970 to 1980 to about 
36 per cent during 1984 and 1985, but then declined 
somewhat to about 33 per cent in 1986. The reappear
ance of disintermediation contributed to the decline in 
this ratio during 1986. 

Types of loans and advances to the private 
sector 

By far the larger part of the banks' discounts and ad· 
vances consists of credit extended to the non-bank 
private sector, which amounted, on average, to about 
90 per cent of the total during the period 1970 to 1986. 
Loans and advances to other banking institutions, in
cluding call money with discount houses, remained a 
fairly small proportion of the banks' total discounts and 
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advances throughout this perice. As the major part of 
banks' claims against the govemment sector is in the 
form ofTreasury bills and govemment stock (which are 
included in the banks' investments), discounts of and 
advances to the government sector formed only a very 
small proportion of the banks' total discounts and ad
vances during the years concerned. 

Credit extension by the banks in the form of bills 
discounted or purchased amounted to a fairly insub
stantial part of total discounts and advances to the 
private sector throughout the period, varying from a 
high of 11 ,9 per cent of the total in 1974 to a low of only 
2,1 per cent in 1984. The main proportion of bank cre
dit to the private sector accordingly consisted of loans 
and advances. 

The banks' loans and advances to the private sector 
consist of leasing finance, hire-purchase credit, and 
"other" loans and advances, mainly in the form of over
drafts. The total of such loans and advances increased 
from R2 152 million at the end of 1970 to R40 858 
million at the end of 1986, or at an average annual rate 
of 20,2 per cent. 

As in the case of the banks' total discounts and ad
vances, the rates of change in the various types of 
loans and advances distinguished here also tended to 
fluctuate broadly procyclically, as can be seen from 
Graph 2. The composition of loans and advances to 
the private sector, however, tends to vary over time as 
different forces affect the rates of change in the various 
types of bank loans. Leasing finance, for example, tends 
to be infiuenced relatively strongly by fixed capital 
formation. Hire-purchase credit is associated more 
closely with household expenditure on consumer dur
abies. 

Leasing finance increased from R1 18 million in 1970 
to R4 243 million in 1984 but then declined to R3 794 

Graph 2: LeaSing finance, hire-purchase credit and 
"other" loans and advances to the private sector 
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million in 1986. The annual grow1h rate in this kind of 
finance amounted to 24,2 per cent from 1970 to 1986 
- substantially higher than the 20,2 per cent annual 
increase in total loans and advances to the private 
sector by the banks concerned over this perice. Leasing 
finance as a percentage of the total of leasing finance, 
hire-purchase credit and "other" loans and advances 
to the private sector increased from 5,5 per cent in 
1970 to 17,0 per cent in 1980 but then started to de
cline again to only 9,3 per cent of the total in 1986. The 
announcement by the Minister of Finance in his 1984 

Table 2: loans and advances to the private sector by type of loan 

Endof 

1970 ...................... . 
1972 ...................... . 
1974 ...... .............. .. . 
1976 .................... .. 
1978 ...... , .............. .. 
1980 ..................... .. 
1982 ...................... . 
1984 ........ .............. . 
1986 ...................... . 

Average annual 
growth rate 
1970- 1986 
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l easing finance 

Amount Percentage 
oltotal 

Rmill ions % 

118 5,5 
174 6,9 
339 7,7 
709 12,2 

1007 14,1 
1672 17,0 
2847 15,5 
4243 12,1 
3794 9,3 

24,2% 

Hire-purchase finance . "Other" loans and advances Total 

Amount Percentage Amount Percentage 
oltotal oltotal 

R millions % Rmill ions % R millions 

t84 8,5 1850 86,0 2152 
283 11,3 2051 81,8 2508 
429 9,7 3632 82,6 4400 
736 12,6 4380 75,2 5825 

1 207 16,8 4959 69,1 7173 
2 t54 21 ,8 6035 61,2 9861 
5244 28,6 10261 55,9 18352 
8951 25,5 21 883 62,4 35057 
8925 21,8 28139 68,9 40858 

27,5% 18,5% 20,2% 



Budget proposals that losses in terms of agreements 
of lease of capital equipment could no longer be offset 
against income other than that derived from the leasing 
of movables, contributed to the downtum of leasing 
finance. 

Hire-purchase finance grew at an average annual rate 
of no less than 27,5 percent between 1970and 1986-
the highest growth rate of the three types of loans ana
lysed here. The actual amount of hire-purchase finance 
outstanding increased from R184 million in 1970 to a 
peak of R9 098 million in 1985 before declining mar
ginally to R8 925 million in 1986. Hire-purchase finance 
as a percentage olthe banks' total loans and advances 
to the private sector rose from 8,5 per cent in 1970 to 
12,7 percent in 1977 and then advanced further to a 
peak of as much as 28,6 per cent in 1982 before de
clining again to 21 ,8 per cent at the end of 1986. The 
decline in this ratio during the more recent years mainly 
reflected the sluggish behaviour of private consumer 
spending on durable goods in the years immediately 
following the "mini-boom" of 1983-84. 

"Other" loans and advances to the private sector, 
consisting mainly of overdrafts, remained the most 
important vehicle of bank lending during the period 
1970 to 1986. The annual growth rate of this type of 
lending, however, was substantially lower than that of 
the other two types of bank loans, amounting to only 
18,5 per cent over the period 1970 to 1986. Conse
quently "other" loans and advances as a percentage of 
the total of loans and advances to the private sector 
fluctuated downwards from 86,0 per cent in 1970 to 
as little as 55,9 per cent in 1982, before increasing 
again to 68,9 per cent at the end of 1986. 

Banks usually lend against capital value or against 
income. Lending against collateral is the safest form of 

lending and is fundamental to the whole operation of 
banking. Consequently, although banks lend primarily 
on their assessment of the credit -worthiness of their 
borrowing clients, they usually prefer to have some 
form of security as well. In the case of leaSing finance 
and hire-purchase credit the asset concemed serves as 
security for the loan. In the case of "other" loans and 
advances there normally exists no underlying asset as 
such. Under such circumstances another form of secur
ity may be asked for by the bank. In the latter case fac
tors such as the depos~-relationship with the borrower, 
the purpose for which the loan is needed, the type and 
marketability of the collateral if the loan is secured, the 
liquidity of the loan itse~, other services to the customer, 
as well as interbank competition for profitable customers 
and the existence or prospect of a long-term customer 
relationship with the borrower, play an important role. 
As banks' capacity to lend depends on various key bal
ance sheet relationships such as the ratio of loans to 
gross deposits, the customer relationship with the 
borrower often plays the major role in deciding on the 
most acceptable type of borrower. 

Types of borrowers 

The compositior) of the banks' loan portfolios is flexible 
and is adjusted on a continuous basis to suit changing 
conditions. It may also vary from bank to bank. It is 
determined mainly by demand factors rather than by 
banks' deliberate diversification of their portfolios with 
a view to risk reduction or similar considerations. A 
bank may, however, have some clear preferences re
garding the composition of its portfolio. 

The need for collateral means that it is much easier 
for a substantial borrower to raise money than for a 

Table 3: Discounts and advances to corporate and non-corporate borrowers 
Rmillions 

Corporate borrowers Non-corporate borrowers Total 

Endof Public Non-
Companies corpo- Total corporate Individuals Others Total 

rations businesses 

1970 .... .............. 1604 138 1 742 424 448 59 935 2 677 
1972 ........ .. .... .. .. 1953 127 2080 476 61 3 74 1 163 3243 
1974 .................. 3 748 184 3932 641 1007 80 1 728 5660 
1976 ............. ..... 4559 325 4884 932 1 371 124 2427 7311 
1978 ......... .. ....... 4720 569 5 289 1 224 1 761 232 . 3217 8506 
1980 .................. 6510 1 189 7699 1 686 3454 669 5809 13 508 
1982 .................. 10455 1 695 12150 3238 5973 578 9789 21939 
1984 .. .. ...... ... ..... 18 358 1406 19548 5969 11 863 703 18535 38083 
1986 .................. 22483 1 747 24230 7388 12869 1480 21 737 45967 

Average annual 
growth rate 
1970-1986 17,9% 17.2% 17,9% 19,6% 23,4% 21.9% 21 .7% 19,4% 
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borrower of more limited means. In this respect, the 
commercial banks are in a particularly favourable posi
tion because their extensive branch system enables 
them to obtain accurate information about their borrow
ing clients that is drawn from first-hand observation. 

Traditionally, the proper accommodation of corporate 
borrowers is regarded as essential for banks in order to 
maintain their lending base in the form of deposits. If 
corporate customers do not receive loans when needed, 
they may well take both their depos~ and their loan busi
ness elsewhere. This possibility provides an incentive 
for banks to favour the borrowing needs of their larger 
deposit customers. The banks, however, have broad
ened their lending activities over time to meet competi
tion from other institutions and to adapt to the changing 
economic environment. In recent times multiple bank
ing by larger corporations also has become more 
common. Consequently consumer and personal loans, 
which are not primarily made for the deposit relation
ships involved but rather for the attractive return that 
can be earned on such loans even after allowance for 
risk, have increased sharply. 

Bank lending to the corporate sector in the form of 
discounts and advances increased from -Rl 742 million 
at the end of 1970 to R24 230 million at the end of 1986, 
i.e. at an average annual rate of 17,9 per cent. Dis
counts and advances of the banks to non-corporate 
businesses increased from R424 milljon to R7 388 mil
lion over the same period, or at an average annual rate 
of 19,6 per cent. Borrowings by individuals grew at an 
average annual rate of no less than 23,4 per cent 
during this period, thereby raising the total amount 
outstanding from R448 million in 1970 to R12 869 mil
lion in 1986. Banks entering the market for home mort
gage loans contributed to this sharp increase in loans 
to individuals during the 1980's. 

Graph 3: Bank lending to Individuals as parcentage of 
parsonal disposable Income 
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Lending to individuals as a percentage of total dis
counts and advances increased from 16,7 per cent in 
1970 to a peak of 31 ,9 percent in 1983 before declining 
somewhat again to 28,0 per cent at the end of 1986. 
Borrowings by the corporate sector as a percentage of 
total discounts and advances, on the other hand, 
initially increased from 65,1 per cent in 1970 to 69,5 
per cent In 1974 but thereafter fluctuated downwards 
to 52,7 per cent at the end of 1986. Bank lending to 
non-corporate businesses as a percentage of the total 
fluctuated in a much narrower band, varying only 
between a low point of 11 ,3 per cent in 1974 and a 
peak of 16,2 per cent in 1983. 

Total discounts and advances to individuals as a 
percentage of total personal disposable income in
creased from 5,2 per cent in 1970 to 7,8 per cent in 
1979. However, the sharp increase in bank lending to 
individuals which commenced in 1980 then caused 
this ratio to spurt ahead to no less than 19,6 percent in 
1984 before it declined again to 16,4 per cent in 1986 
(see Graph 3). The relatively high level, in 1984, of bank 
lending to individuals as a percentage of personal dis
posable income, together with a less optimistiC outlook 
regarding future income growth, made individuals re
luctant further to increase their debt commitments 
during the ensuing few years. Their attempts to restore 
more prudent debt-income ratios consequently led to 

Table 4: Percentage distribution of discounts and 
advances to incorporated and other businesses 
in the different industrial sectors 
Percentage 

Sector 1970 1974 1978 1982 1986 

Agriculture. forestry and 
fishing 

Incorporated ................ 19,7 25,7 22,6 22,8 24,1 
Other ........................... 80,3 74,3 77,4 77,2 75,9 

Mining and quarrying 
Incorporated ................ 97,9 99,1 98,6 98,7 97,3 
Other ........................... 2,1 0,9 1,4 1,3 2,7 

Manufacturing 
Incorporated ................ 97,4 97,8 36,3 95,2 94,6 
Other ........................ ... 2,6 2,2 3,7 4,8 5,4 

Building and construction 
Incorporated ................ 87,3 88,1 81,8 77, 1 71,8 
Other ........................... 12,7 11,9 18.2 22,9 28,2 

Electricity, gas and water 
Incorporated ................ 93,3 88,2 93,1 95,1 84 ,9 
Other ........................... 6,7 11,8 6,9 4,9 15,1 

Transport, storage and 
communication 

Incorporated ................ 87,9 85,8 83,2 78,3 70,0 
Other ........................... 12,1 14,2 16,8 21,7 30,0 

Commerce 
Incorporated ................ 86,9 88,3 85,0 81,4 77,1 
Other ........................... 13,1 11 ,7 15,0 18,6 22,9 



a decline in the demand for bank credit from individuals 
in 1985 and 1986. The severity of the recession and 
the wide swings in interest rates during this period also 
made borrowing in general less attractive. 

From Table 4 it is clear that, with the exception of the 
sector agriculture, forestry and fishing where loans are 
largely made to the non-corporate sector, loans to all 
other industrial sectors distinguished here are made 
mainly to corporate businesses. Loans to non-cor
porate borrowers en9aged in a9riculture, forestry and 
fishing declined from 80,3 per cent of total bank 
lending to this sector in 1970 to 75,9 per cent of the 
total in 1986. In most of the other industrial sectors dis
tinguished here, the share of loans to the non-cor
porate sector as a percentage of total loans to these 
various sectors tended to increase somewhat over the 
period 1970 to 1986. This development is in accord
ance with the decrease in the share of loans to the cor
porate sector in total bank lending, to which reference 
has been made above. 

Categories of borrowers by industrial sector 

In managing the composition of their loan portfolios 
banks are not only concemed with the legal form or 
organisation of their customers. They also regard a 
broad industrial diversification of their loan portfolio as 
essential and a geographical spread as desirable. 

Table 5 shows that the composition of the banks' 
discounts and advances in terms of industrial sectors 
varied significantly and in divergent ways during the 
period 1970 to 1986. Although the banks' portfolio 
composition generally stems from the nature of the 
demand for credit rather than from planned diversifica
tion for the reduction of risk, the banks usually try to 
manage their sectoral exposures, as well as their sec-

toral exposures within specific geographical areas, in a 
prudent way. Loans to commercial and industrial enter
prises are usually given a high priority because of their 
self-liquidating characteristics and because of the de
posit relationships involved. Agricultural loans, on the 
other hand, usually are more dependent on the under
lying value of the security than are most other types of 
lending. Bank lending to the mining sector remained 
relatively small because of the important role of the 
minin9 finance houses in the South African financial 
structure. 

The importance of the underlying value securing 
loans in the agricultural sector is also apparent from 
the relatively high ratio between the banks' discounts 
and advances to this sector and the contribution made 
by this sector to gross domestic product: a major part 
of credit to agriculture is collateralised by mortgages 
over farm property or by claims on moveable property. 
The banks' discounts and advances to the agricultural 
sector as a percentage of their total discounts and 
advances remained at a level of about 10 per cent 
during most of the period 1970 to 1986, as can be 
seen from Table 5. Relative to the agricultural sector's 
contribution to gross domestic product, however, these 
discounts and advances showed wide fluctuations, vary
ing from a low of 23,2 per cent In 1974 to a high of 72,2 
per cent in 1984 (see Table 6). The fluctuations in this 
ratio clearly incorporated the effect of substantial year
to-year and other medium-term variations in value 
added by agriculture to gross domestic product, inter 
alia as a result of changing weather conditions. The 
ratios of the banks' discounts and advances to other 
major sectors of the economy compared with these 
sectors' contributions to the gross domestic product 
remained substantially lower (except for manufacturing 
in (974) than that of the agricultural sector throughout 
the period concerned. 

Table 5: Outstanding discounts and advances to different industrial sectors as percentage of the total outstanding 
Percentage 

Agri- Build- Other 

culture Mining Manu- ingand non- Finan-

Endof fores- and factu- cone Com- Ser- corpo- cial Other' Total 
try and quarry- ring struc- meree vices rate busi-

fishing ing tion busi- nesses 
nesses 

1970 ....................... 13,5 1,7 21,8 3,4 13,5 3,7 2,7 18,3 21,4 100,0 
1972 .. .. ........ ......... .. 10,6 2,2 19,8 2,4 12,6 4,2 3,3 23,6 21,3 100,0 
1974 ........ ............... 9,1 1,8 22,0 3,3 12,1 3,6 4,3 24,6 19,2 100,0 
1976 ...................... . 10,4 2,6 18,8 2,9 11,6 4,0 4,6 24,7 20,4 100,0 
1978 ... .................. .. 11,5 1,9 17,0 2,5 10,5 5,2 4,3 23,7 23,4 100,0 
1980 ....................... 9,7 2,7 14,9 2,2 9,3 6,5 4,3 21,4 29,0 100,0 
1982 ....................... 9,9 3,2 17,4 2,4 9,4 7,2 3,4 17,3 29,8 100,0 
1984 .......... ............. 10,0 2,3 17,0 2,7 8,1 8,5 2,9 15,5 33,0 100,0 
1986 , ...................... 10,1 1,7 17,8 2,4 8,4 7,4 3,0 18,0 31,2 100,0 

1 Govemments, individuals, non-profit Institutions and non-residents. 
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Tab le 6: Discounts and advances to industrial sectors as percentage of these sectors' value added to gross domest ic 
product 

Agriculture forestry Mining and 
and fishing quarrying 

1970 ....................... 37,0 3,8 
1972 .... ,"" .. ,', ......... 26,1 4,7 
1974 ...... ,''''', .......... 23,2 3,4 
1976 ......... .. , .... ....... 33,9 5,5 
1978 ...................... , 35,9 3,0 
1980 ....................... 32,6 2,9 
1982 ..................... " 47,6 6,8 
1984 ....... ................ 72,2 6,6 
1986 ............. .. .. ... ... 63,7 3,6 

The sharp increase in bank credit during the 1980s, 
together with relatwely slow growth in economic activity 
during this period, resulted in a substantial increase in 
the banks' discounts and advances to most major sec
tors relative to these sectors' various contributions to 
gross domestic product , especially during the period 
1982 to 1986. In the case of manufacturing, for ex
ample, the ratio of discounts and advances to value 
added increased from an average of 20, 1 per cent dur
ing the period 1970 to 1981 to 27,1 per cent during the 
period 1982 to 1986. In the case of building and 
construction and of commerce, these ratios increased 
from averages of 16,1 and 20,0 per cent, respectively, 
during the period 1970 to 1981 to averages of 25,0 
and 25,1 per cent, respectively, during the period 
1982 to 1986. The ratio in respect of mining and 
quarrying remained at a relatively low and stable level, 
averaging only 3,6 per cent during the period 1970 to 
1986, because, in nominal terms, this sector largely 
escaped the slow-down in economic activity during 
the period 1982 to 1 986. 

Bank lending in the form of discounts and advances 
to some of the main industrial sectors will be discussed 
briefly below. A detailed analysis of such discounts 
and advances of the commercial banks, merchant 
banks and other monetary banking institutions to the 
various industrial sectors is shown in Table 7, 

Agriculture, forestry and fishing 

Qi1'counts and advances of the banks to enterprises 
engaged in agriculture, forestry and fishing remained 
at a level of about 10 per cent of the banks' loan port
folio during most of the period 1970 - 1986. This sec
tor's contribution to gross domestic product, however, 
declined from a level of about 8 per cent in the early 
1970s to a level of about 5 per cent in,tbe middle of the 
1980s. This development indicated an increase in the 
relative indebtedness of agriculture, forestry and fish
ing enterprises to the banks during this period. This 
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, 
Manufacturing Bui lding and Commerce construction 

20,9 17,9 19,8 
19,6 10,4 19,0 
25,4 15,1 21,0 
20,1 14,7 21 ,0 
18,3 14,7 19,4 
16,0 14,0 18,4 
22,5 17,8 2 1,9 
28,5 28,0 26,9 
29,3 26,2 26,9 

sector's borrowings from the banks increased from 
R360 million in 1970 to R4 657 million in 1986, i.e. at an 
average annual rate of 17,4 per cent, compared with 
an average annual rate of increase of 13,3 per cent in 
the nominal value of this sector's output. 

Bank lending to this sector did not show a clear pro
cyclical pattern during the period under review, as can 
be seen in Graph 4. This was due to the fact that varia
tions in agricultural production are not necessarily in 
step with movements in the rest of the economy be
cause of the dependence of agriculture on weather 
conditions and other non-economic factors that affect 
the size of crops. Furthermore, a large agricultural crop 
may initially result in an increase in bank credit to this 
sector because of the time lag between planting and 
harvesting. A crop failure, on the other hand, may lead 
to further increases in bank credit to tide farmers over 
to the next crop. Financial assistance by the govem
ment to the farming community also affects this sec
tor's need for bank credit to varying degrees. 

Graph 4: Output by and bank lending to the sector 
agriculture, forestry and fishing 
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Table 7 Analysis of discounts and advances of commercial banks, merchant banks and "other" monetary banking institutions 
R millions 

End of 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 

Financial businesses 
Banking and kindred institutions 211 229 398 '291 604 780 834 747 563 910 821 1008 649 685 1285 1506 2561 
Land Bank .............. .. ...... ...... 71 61 102 103 100 146 138 293 390 488 952 2 182 1259 814 1 224 1725 I 513 
Financial, investment and other 

trust companies ................. 68 111 118 250 301 306 332 359 314 339 431 520 684 745 1045 1 129 1 151 
Hire~purchase finance com~ 

panies " ... ........................ ,. 21 8 38 43 72 69 74 67 49 39 93 120 132 108 110 149 168 
Real estate ...... .. .................... 68 83 90 185 229 358 352 419 581 428 462 575 785 844 1807 1764 1963 
Other financial businesses ..... 31 46 18 64 92 100 74 106 118 147 135 182 290 392 423 796 903 

Total financial businesses ........ 490 538 764 936 1398 1 761 1804 1991 2 015 2 351 2894 4 587 3 799 3 588 5894 7 069 8 259 

Non-financial businesses 
Public corporations .... .......... , 65 42 24 57 89 110 184 11 4 164 114 295 327 518 532 480 573 617 
Agricu~ure, forestry and fishing 380 353 345 486 513 672 758 876 976 1073 1 314 1 731 2180 2929 3802 4232 4657 
Mining and quarrying ............ , 46 53 71 77 104 128 190 176 163 415 365 574 710 618 886 570 756 
Manufacturing .................... .. , 563 609 642 935 1243 1389 1 377 1353 1 442 1572 2013 2875 3807 4613 6473 7583 8181 

Fooc, drink and tobacco .... 94 103 105 159 227 243 236 216 229 242 286 296 564 731 854 1 310 1 274 
Textiles, clothing and footwear 74 79 88 136 154 147 135 130 131 157 205 248 279 285 416 528 611 
WOOC and furniture .......... ,. 31 34 42 80 73 75 89 89 79 85 105 143 181 192 275 258 315 
Paper, printing and publishing 32 32 31 43 66 93 103 100 82 75 122 273 356 583 765 808 I 173 
Leather and rubber .......... . , 14 18 19 26 20 23 21 21 23 32 42 53 68 78 111 191 167 
Chemicals and chemical pro-
ducts ................................. 37 36 46 78 131 125 143 139 132 138 159 402 566 758 824 916 1 184 
Non-metall., mineral products 37 45 53 65 77 114 148 153 168 199 198 264 331 407 1 089 847 943 
Metals and engineering ...... 226 221 211 294 408 468 408 4 11 467 452 632 907 1 132 1080 1 531 1 897 1793 
Other ................................. 38 41 47 74 87 101 94 94 131 192 264 289 330 499 608 828 721 

Building and construction ......... 91 86 79 155 186 220 210 210 216 253 292 378 517 799 1 029 1 144 1 111 
Commerce " .................... ......... 361 368 408 604 683 751 . 846 814 892 1 056 1 253 1 610 2 056 2323 3092 3 542 3850 

Agricu~ural produce merchants 
and dealers' ....... .. ............. 50 44 56 82 83 67 92 90 105 155 145 161 174 204 233 305 447 

Motor trade ........................ .. . 73 81 93 143 160 194 192 186 214 217 248 331 482 558 782 844 851 
Other whosesalers .. .............. 88 96 90 138 172 185 210 159 183 225 290 400 477 476 638 738 898 
Other retailers2 .......... . ..... , ,_". 150 147 169 241 268 305 352 379 390 459 570 718 923 1 085 1 439 1 655 1 654 

Se!vices 0nc1ucing professions) .. 98 102 137 179 201 272 295 326 445 547 873 1 183 1586 2146 3248 3543 3422 
Other non-financial businesses . 72 73 84 117 158 147 152 184 200 221 288 327 218 398 633 735 765 

Total non-financial businesses ... 1 676 1686 1 790 2610 3175 3 689 4012 4053 4498 5 251 6 693 9005 11 592 14 358 19623 2192223359 

Other accounts 
Governments ...... .. ............ .... 4 1 7 18 14 29 37 51 115 198 214 242 214 93 102 292 581 
Individuals and non-profit in-

stitutions ." ... .. ,' , .. ,., .. , .. .. .... 460 510 628 1020 1 025 1305 1389 1 443 1 779 2274 3482 4698 6019 8682 11 986 13289 13119 
Accounts of non-residents .... 47 46 54 69 48 93 69 86 99 159 225 289 315 322 478 961 649 
Total other accounts .... ......... 511 557 689 I 107 1087 1 427 1495 1580 1993 2631 3921 5229 6548 9097 12566 14542 14349 

T alai all accounts ..................... 2677 2 781 3243 4653 5860 6877 7311 7624 8506 10233 13 508 18821 21 939 27 043 38083 43533 45967 

w 1 Including agricultural co-operative societies and companies. 
w 2 Including consumers' co-operatives , 



Mining sector 

The contribution of the sector mining and quarrying to 
gross domestic product at factor cost amounted on 
average to about 14 per cent during the period 1970 to 
1986. The share of this sector in the banks' total dis
counts and advances, however, was considerably 
smaller than its relative contribution to gross domestic 
product. On average bank lending to this sector 
amounted to only slightly more than 2 per cent of the 
banks' total discounts and advances outstanding 
during this period. The main reason for this is the fact 
that most mining activities in South Africa are under
taken by financially strong mining houses. The mining 
sector's need for bank credit is correspondingly 
limited. Furthermore, most mining operations require 
prolonged preparatory development and capital in
vestment and therefore are usually financed out of 
long-term funds rather than by means of bank credit . 
Banks, on the other hand, prefer their loans to be more 
liquid (short-term), and because the mining sector has 
traditionally also been regarded as somewhat risky, 
banks do not consider lending to this sector to be 
particularly attractive. Bank lending to mining enter
prises nevertheless increased from R46 million in 1970 
to R756 million in 1 986. 

Manufacturing sector 

The manufacturing sector's annual contribution to 
gross domestic product at factor cost remained well 
above 20 per cent during the period 1970 to 1986, fluc
tuating between a low of 21,2 per cent in 1974 and a 
peak of 23,8 per cent in 1981. Given the importance of 
this sector in the economy, it is not surprising that a 
large part of the banks' loan portfolios consisted of 
loans to manufacturing enterprises. Loans to manu
facturing concerns as a percentage of total discounts 

Graph 5: Output by and bank lending to the 
manufacturing sector 
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and advances reached a peak of 22,0 per cent in 1974 
and a trough of 14,9 per cent in 1980. At the end of 
1986 this percentage amounted to 1 7,8 per cent. 

The rates of increase in bank lending to the various 
sub-sectors of manufacturing showed divergent beha
viour over the period 1970 to 1986. The average 
annual rate of increase in loans to the sub-sectors 
paper, printing and publishing and chemicals and 
chemical products amounted to as much as 24 per 
cent during this period. The rate of increase in lending 
to the sub-sector textiles, clothing and footwear, on 
the other hand, came to only about 14 per cent. 

The annual percentage change in bank lending to 
the manufacturing sector showed a clear procyclical 
tendency over the period 1970 to 1986 (See Graph 5) . 
This pattem is in accordance with the generally procyc
lical behaviour of activity in this sector in the course of 
the business cycle. 

Commercial sector 

The average annual rate of increase in bank lending to 
the commercial sector amounted to 16,0 per cent over 
the period 1970 to 1986, compared with the average 
annual increase of 19,4 per cent in total bank lending. 
Discounts and advances to the commercial sector as 
a percentage of the banks' aggregate loan portfolio 
consequently declined from 13,5 per cent in 1970 to 
8,4 per cent in 1986. This development was broadly in 
accordance with the decline in the relative contribution 
of wholesale and retail trade, catering and accommo
dation to gross domestic product at factor cost, which 
decreased from 15,1 per cent in 1970 to 11 ,1 per cent 
in 1986. 

As can be seen from Graph 6, economic activity in 
the commercial sector as well as bank lending to this 
sector also fluctuated in a more or less procyclical 
manner during the years concerned. 

Graph 6: Output by and bank lending to the commercial 
sector 
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Conclusion 

Lending in the form of discounts, loans and advances 
by the commercial banks, merchant banks and "other" 
monetary banking institutions plays an important role 
in the South African economy. During the years from 
1970 to 1986, such lending increased at a somewhat 
faster rate than gross domestic product at market 
prices, indicating increased recourse to such credit. 
As a result, the ratio of the volume of bank lending to 
gross domestic product rose substantially during this 
period. 

Since the need for bank credit tends to rise broadly 
in line with economic activity at current prices, 
changes in total bank lending showed broadly pro
cyclical behaviour during the period under review. 
Year-to-year rates of change in the total volume of 
bank lending showed wide fluctuations, varying from 
less than 4 per cent in one year (1971) to well above 40 
percent in others (1973 and 1984). 

"Other" loans and advances by the banks concemed, 
consisting mainly of overdrafts, remained the mainstay 
of bank lending throughout the review period. Bank 
lending in the form of leasing finance and hire-pur
chase credit, however, increased at faster rates than 
"other" loans and advances. The growing importance 
of consumer credit from approximately 1 978 not only 
contributed to the rapid rise in hire-purchase and 
leasing finance but also served to increase the share of 
borrowings by individuals in the banks' total loan 
portfolios. 

Because of the importance of the deposit relation
ship between a bank and its borrowing clients, the 
larger part of a bank's loan portfolio traditionally 
consists of loans to the corporate sector. However the 
growing importance of other financial institutions (such 
as building societies) and the resultant increase in the 
competition for funds, as well as the introduction of in
novations such as budget accounts on credit cards in 
the banking field , resulted in a sharp increase in bank 
lending to individuals during the years under consider
ation. The composition of the loan portfolios of the 
banks in respect of loans to corporate and non-cor
porate borrowers consequently showed a substantial 
shift from the former to the latter category between 
1970 and 1986. 

The shift between corporate and non-corporate 
borrowers was also reflected in declines in the shares 
of most of the major industrial categories in the total 
loan portfolios of the banks as loans to individuals 
increased between 1 970 and 1986. 

The banks, however, succeeded in maintaining a 
broad industrial diversification of borrowers through
out this period. The importance of the manufacturing 
sector in the South African economy was also reflected 
in the size of bank lending to that sector, which 
constituted a fairly substantial proportion of the banks' 

aggregate loan portfolios. In contrast, bank lending to 
the mining sector, which similarly constitutes an im
portant part of the economy, continued to account for 
only a fairly small proportion of the banks' loan port
folios, because of this sector's relatively low need for 
financing from extemal sources and also because of 
the kind of financing that is needed by this sector. 
Discounts, loans and advances to the agricultural sec
tor made up a fairly stable proportion of banks' total 
discounts, loans and advances throughout the period 
1 970 to 1 986, despite a substantial decline in this 
sector's relative contribution to gross domestic pro
duct. Like total bank lending, bank creditto most of the 
major industrial sectors, with the notable exception of 
agriculture, displayed broadly procyclical behaviour 
during the review period, showing the need for such 
credit to rise and decline in accordance with cyclical 
variations in economic activity. 
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