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Introduction

Prospects for the world economy improved materially in 1999. The United States
economy continued to expand robustly while inflation remained low. Aggregate
demand in the euro area also began to expand, showing stronger growth in output in
the second half of 1999 and promising further expansion in 2000. The fiscal stimulus
in Japan is contributing to higher levels of production. Along with the improvement in
Japan, the economies of the Southeast Asian countries have moved into a strong
recovery phase after the setbacks they suffered in 1998. As a result of these devel-
opments, global economic growth is now expected to be stronger over the next two
years than had been expected early in 1999.

The recovery in global economic conditions was supported by the subsiding of the tur-
bulence in the international financial markets, owing mainly to the timely action of a
number of central banks in the main financial centres of the world during 1998. With
the return of stability, capital flows to many emerging markets resumed, causing share
prices to rise, exchange rates to stabilise and interest rates to decline. Even when
monetary conditions were tightened in the United States towards the middle of 1999,
a step that was later followed by the Bank of England and the European Central Bank,
the overall assessment of future global economic conditions remained positive.

On the whole, the benign international developments offer the prospect that output
conditions in South Africa will improve over the next year or two. Some commodity
prices have already risen in reaction to expectations of stronger world growth.
Furthermore, the gold price responded positively to the allaying of uncertainties
about the marketing of gold by central banks in Europe. Although there is a possi-
bility of an economic slowdown in the United States in the course of 2000, this is
widely expected to be a rather “soft” one, which is likely to be cushioned further by
improved economic performances in the euro area and in Japan. South African pro-
ducers are expected to benefit from this healthier global economy.

In tandem with the trend towards better global economic conditions, a gradual
strengthening of domestic economic growth became apparent from the end of
1998. A relaxation of the domestic monetary policy stance, and a recovery in agri-
cultural production, have helped the real gross domestic product to expand at pro-
gressively firmer growth rates over the past four calendar quarters, reaching an
annualised rate of 3 per cent in the third quarter of 1999.

The faster growth in the third quarter was mostly concentrated in the agricultural and the
services sectors of the economy, notably the communication sector and the trade sec-
tor which benefited greatly from a rise in current spending by consumers. Production
conditions  remained subdued in mining and in the secondary sectors – i.e. manufactur-
ing, construction and electricity and water utilities. Manufacturing output in the first nine
months of 1999, for example, was still below that of the first three quarters of 1998.

The increase in aggregate production in the third quarter of 1999 was propelled by
the rise in final consumption expenditure by households for the second quarter run-
ning. In particular, spending on durable goods rose rapidly. Total consumer spend-
ing rose faster than household incomes, putting downward pressure on the saving
capacity of the household sector. Wealth effects, following the demutualisation of the
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Old Mutual life assurance company and some recovery in the real-estate market,
together with stronger cash flows because of declining debt servicing costs, were
among the prominent forces behind the recovery in consumer spending, and there-
fore of aggregate domestic production in the third quarter of 1999.

The other main components of gross domestic expenditure fell back in the third quarter
of 1999. Inventory investment was at a much lower level than in the second quarter, con-
firming that the large second-quarter increase was essentially unplanned or involuntary.
Government affirmed its commitment to fiscal prudence at all tiers of government when
the Medium Term Budget Statement was released towards the end of October 1999.
Indeed, this commitment had already been put into practice as real general government
consumption has been declining for four consecutive quarters.

Real fixed capital formation continued to decline, but the pace of decline in the private
sector appeared to have been flattening out. Ample production capacity still exists in
the manufacturing industry. New investments are therefore targeted more towards the
maintenance of existing production capacity or the implementation of new technolo-
gies, rather than towards creating additional capacity.

Along with the deterioration in the household saving ratio, dissaving by the general
government as a percentage of gross domestic product increased somewhat in the
third quarter of 1999. The corporate saving rate broadly maintained a level similar to
that of the second quarter of 1999. The weakening of the household saving ratio and
the slight increase in general government dissaving therefore mean that the overall
saving performance of the economy has slipped again from the higher level estab-
lished in the second quarter of 1999. A meaningful and lasting improvement in the
national saving rate is required for sustained economic growth at a faster rate than cur-
rently experienced by the South African economy.

As could be expected, the weak state of the economy in the second half of 1998 result-
ed in the redundancy of a large number of workers in the private sector of the economy.
This trend persisted into the first half of 1999, despite the improvement in overall economic
performance. Over the same period, government’s commitment to fiscal prudence and to
a smaller, more efficient public service added to the total of job losses in the economy.

Nominal salaries and wages per worker began to respond to the process of labour par-
ing and increased by less than overall output prices in the first half of 1999. These devel-
opments, coupled with steady growth in economy-wide labour productivity,  should in
due course assist in a general downward movement in production and consumer price
inflation.

Consumer price inflation showed a distinct downward tendency in 1999 and reached lev-
els unprecedented during the past three decades or more. Other measures of inflation
showed some acceleration during 1999. However, these measures would have indicated
lower inflation, had it not been for the effects of the strongly rising prices of imported oil.
On the whole, domestically generated inflationary pressures seemed to be diminishing,
and the additional inflationary forces observed in the first three quarters of 1999 appar-
ently had their origins essentially in the external sector.

With the economy currently operating in the vicinity of a lower turning point of the
business cycle, surpluses on the current account of the balance of payments can be
expected to grow or deficits to shrink. A positive, though relatively weak export
response to the  improvement in the global economy, which nevertheless exceeded
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the increase in the value of merchandise imports, ensured that the deficit on the
external current account shrank noticeably in the third quarter of 1999.

The physical volume of non-gold merchandise exports in the first nine months of
1999 has now been restored to a level roughly commensurate with that of the first
nine months of 1998. The losses in export volumes recorded during the financial cri-
sis of 1998 have therefore largely been recovered. However, over the medium term,
i.e. from the second half of 1997, there was a small decline in the volume of mer-
chandise exports. Continued growth in export earnings is generally regarded as a
prerequisite for extending the duration of the current economic recovery.

The deficit on the current account of the balance of payments in the middle quarters of
1999 was comfortably financed by relatively strong inflows of international capital. In fact,
the surplus on the overall balance of payments enabled the Reserve Bank to accumu-
late international reserves steadily and reduce its net open position in foreign currency.

The net inflow of international capital during the first three quarters of 1999 was more
than fully accounted for by inflows of portfolio capital. Such flows, and more specifical-
ly those that enter the economy through the fixed-interest securities markets, are known
for their capricious behaviour: they are volatile and their direction of flow is often
reversed abruptly.

The relative stability of the financial markets and positive assessments of the eco-
nomic outlook created circumstances for the rand to appreciate from the beginning
of the year. The appreciation in the weighted effective value of the rand could have
gone further, with negative consequences for import-competing industries and
exporters trying to gain an increased share of foreign markets, had it not been for the
Reserve Bank’s steady purchases of foreign currency. By strengthening its interna-
tional reserves, the Bank also contributed to an overall reduction in the economy’s
vulnerability to exogenous shocks.

The growth rates of the monetary and credit aggregates measured over twelve months
decreased during the first nine months of 1999, reflecting the mildly subdued real economic
conditions, combined with the legacy of the highly restrictive monetary policy stance of
1998. This seems to indicate the possibility of a slowdown in future inflation, especially as
the growth in narrow money holdings have slowed down more than broad money growth.

Credit growth, although considerably below the growth of 1998, began to show some
tentative signs of renewed buoyancy as the real-estate market picked up, and compa-
nies and households became more inclined to take on debt at the prevailing interest rate
levels. The growth in M3 also appeared to have been accelerating from the second to
the third quarter of 1999, but much of this should be attributed, for the present, to the
influence of the technical procedures followed in accounting for changes in partially
processed items appearing on the balance sheets of banks.

The shrinking borrowing requirement of public-sector bodies and the low level of fixed
capital formation in the private sector have substantially reduced the demand for loan-
able funds in the primary capital markets. Simultaneously, financial stress among private
households, which led to a sharp increase in surrenders of pension fund and life assur-
ance business, reduced the current revenue surpluses of institutional investors. This
decline in the supply of funds prevented capital market interest rates from responding
more positively to the decline in the demand for loanable funds. Continued reductions in
the public sector’s demand for funds, coupled with the restoration of growth in the cur-
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rent revenue surpluses of institutional investors are likely to lead to a greater demand for
non-government paper in the period ahead.

The real-estate market, as reflected in the average nominal value per real-estate trans-
action, rebounded from the depressed levels of the last months of 1998 and the early
months of 1999. Share prices also recovered from September 1998 to July 1999 and
recouped most of the losses sustained during the financial market turmoil of 1998.
There was little growth in share prices from July to October 1999. Turnover neverthe-
less remained lively and non-residents maintained a prominent presence as net buyers
of South African equities.

An important feature of the economy over the past year was the recovery of the fixed-
interest market from the disruptions of 1998. Money market interest rates declined
throughout the first ten months of 1999, overtly guided lower along their descending
path by the Reserve Bank’s signalling at the daily auction of repurchase transactions.
The private banks followed the lead given by the rate on repurchase transactions and
lowered their retail lending rates on four occasions from June to October 1999.

In contrast to the general behaviour of short-term interest rates, the market-deter-
mined yields on long-term government bonds generally moved along a gentle
upward trend from the beginning of the second quarter of 1999. An undertone of
uncertainty about the situation in emerging markets, the rise in capital market rates
in the United States and concerns about the accumulation of inflationary pressures
imparted an upward bias to long-term interest rates over the first ten months of the
year. News of an imminent implementation of an inflation-targeting monetary policy
framework and expectations of an upward re-rating of South Africa’s creditworthi-
ness by a prominent international rating agency caused long-term bond yields to
move downwards quite strongly from the end of October and in November 1999.

As a consequence of the divergent movements in short-term and long-term interest
rates, the yield curve assumed an increasingly steeper positive slope over maturities
of less than five years. Over maturities of longer than five years, the yield curve
retained its generally flat shape. This might have been indicative of pervasive uncer-
tainties in the financial markets about future movements in the general price level
and possibly also of fears that the downward trend in inflation might be reversed.

In the area of public finance, the public-sector borrowing requirement improved in
the first half of fiscal 1999/2000 because of, among other things, a reduction in the
financing needs of non-financial public-sector enterprises. There was also a notice-
able reduction in the national government budget deficit relative to gross domestic
product. Exchequer revenue exceeded the budgeted revenue growth by more than
the excess of actual expenditure growth over budgeted expenditure growth. The
budget deficit for the full fiscal year as a percentage of gross domestic product is
likely to be lower than the budgeted projections.

Fiscal consolidation in South Africa has now been continuing for more than five years.
Since 1994, fiscal policy has focused consistently on enhancing national saving by
reducing budget deficits. This, along with a monetary policy committed to price sta-
bility over the medium to long run, is a central element in creating an environment that
will foster capital investment, rising productivity, more job opportunities and higher liv-
ing standards for all the people of the country. When the Minister of Finance released
the Medium Term Budget Policy Statement on 29 October 1999 he reaffirmed that
these policies would be extended into the future for at least the next three fiscal years.
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Domestic economic developments

Domestic output1

Economic growth firmed in the third quarter of 1999 for the fourth consecutive quar-
ter. The seasonally adjusted and annualised change in real gross domestic product
accelerated to 3 per cent in the third quarter of 1999, following increases of 1⁄2 per cent
in the fourth quarter of 1998, 1 per cent in the first quarter of 1999 and 2 per cent in
the second quarter. When the level of real gross domestic product in the first three
quarters of 1999 is compared with that in the first three quarters of 1998, year-on-year
economic growth amounted to just 1 per cent, slightly more than the year-to-year
growth recorded in 1998.

The increase in total production in the third quarter of 1999 can be attributed to
increases in the real value added by all the major sectors in the economy, except for
the mining and construction sectors. As in the second quarter, the agricultural sec-
tor once again made a substantial contribution to output growth. Production
increases were especially prominent in livestock and horticultural farming and, to a
lesser extent, in the field crops sector. Excluding the value added that originated in
the agricultural sector, the growth in the real gross domestic product would still have
been about 11⁄2 per cent at an annualised rate in the third quarter of 1999 – up from
about 1 per cent on average in the first two quarters of the year.
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1  In accordance with nor-
mal practice during the third
quarter of every year, revi-
sions have been made to
national accounts data and
are incorporated in this issue
of the Quarterly Bulletin.
These revisions are based
on more detailed or more
appropriate data that be-
came available. In addition,
seasonal factors have been
updated.
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Output in the mining sector shrank further in the third quarter of 1999. This decline
was caused mainly by a contraction in the real value added by coal and gold min-
ing. Coal mining was adversely affected by high cost structures and an oversupply
of coal on world markets, which resulted in the loss of some export markets. The
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steep decline in gold production over the past eight quarters continued in the third
quarter, despite a recovery in the price of gold towards the end of the quarter. These
negatives were partly countered by developments in platinum mining, which bene-
fited from an increase in world demand and a rise in the international price.

The real value added by the three secondary sectors (manufacturing, construction,
and electricity, gas and water) recovered somewhat after it had declined in the first
quarter of 1999 and rose at an annualised rate of about 1⁄2 per cent in the second
quarter and 1 per cent in the third quarter. Output in the sector supplying electricity,
gas and water responded positively to a modest recovery in demand. Manufacturing
output was flat and showed only modest growth from the second to the third quar-
ter of 1999. Even at such a slow pace of production activity, the manufacturing sec-
tor succeeded in reducing its backlog of unfilled orders. Real value added by the
construction sector continued along its downward trend in the third quarter as
home-building activity still had to recover from the setback of 1998 and public-sec-
tor infrastructural development slowed down.

Growth in the combined tertiary sectors remained at an annualised rate of some 2
per cent in each of the first three quarters of 1999. The commercial sector, espe-
cially retail trade, benefited from the pick-up in private consumer demand and its real
value added increased at an annualised rate of 2 per cent in the third quarter of
1999. In the motor trade, sales of new motor vehicles rose strongly, mostly in reac-
tion to the substantial fall in bank lending rates.

In the sector transport, storage and communication services, the real value added
rose at an annualised rate of 4 per cent in the third quarter of 1999, largely driven
by the buoyancy of the telecommunications sector where the growth in cellular net-
work and Internet activity and expansion to previously underserviced areas are con-
tinuing. Firm growth of 3 per cent in the real value added by the finance, insurance,
business services and real-estate sector essentially came from the rebound in real-
estate transactions and the stronger demand for financial services during the third
quarter of 1999.
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Real gross domestic product
Percentage change at seasonally adjusted and annualised rates

Sectors 1998 1999

1st qr 2nd qr 3rd qr 4th qr Year 1st qr 2nd qr 3rd qr

Primary sectors.............................. -61⁄2 -8 -61⁄2 -51⁄2 -11⁄2 11⁄2 71⁄2 16
Agriculture ................................ -11 -15 -12 -121⁄2 -3 41⁄2 201⁄2 46
Mining ...................................... -21⁄2 -21⁄2 -21⁄2 -1⁄2 -1⁄2 -1⁄2 -1⁄2 -2

Secondary sectors......................... 0 -2 -71⁄2 1⁄2 -1 -1⁄2 1⁄2 1
Manufacturing .......................... -1⁄2 -3 -91⁄2 1⁄2 -2 1⁄2 1⁄2 1

Tertiary sectors .............................. 21⁄2 31⁄2 2 2 2 2 2 2
Non-agricultural sectors................. 11⁄2 11⁄2 -1 1 1 1 11⁄2 11⁄2
Total .............................................. 1⁄2 1⁄2 -11⁄2 1⁄2 1⁄2 1 2 3



Domestic expenditure

Aggregate real gross domestic expenditure declined at a seasonally adjusted and
annualised rate of 111⁄2 per cent in the first quarter of 1999, grew at a rate of 71⁄2 per
cent in the second quarter, and declined again, but at a rate of only 2 per cent, in
the third quarter. This took the accumulated total of real gross domestic expenditure
in the first three quarters of 1999 to a level roughly 1 per cent below that of the first
three quarters of 1998. The slight decline in gross domestic expenditure in the third
quarter of 1999 was brought about by lower levels of gross fixed capital formation
and general government consumption expenditure, whereas aggregate inventory
accumulation also slowed down substantially from the second to the third quarter of
1999. By contrast, real final consumption expenditure by households found new
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Real gross domestic expenditure
Percentage change at seasonally adjusted and annualised rates

Components 1998 1999

1st qr 2nd qr 3rd qr 4th qr Year 1st qr 2nd qr 3rd qr

Household consumption expenditure 2 1 1⁄2 0 11⁄2 -1 1 2
Government consumption expenditure 61⁄2 -31⁄2 -1⁄2 -21⁄2 -1⁄2 -11⁄2 -11⁄2 -21⁄2
Gross fixed capital formation 31⁄2 81⁄2 10 5 5 -24 -101⁄2 -31⁄2
Domestic final demand 3 11⁄2 2 1⁄2 11⁄2 -51⁄2 -11⁄2 1⁄2
Change in inventories
(R billions)* -7,5 -4,6 -3,3 -1,6 -4,2 -8,2 2,7 0,5
Gross domestic expenditure -2 1 6 1 1⁄2 -111⁄2 71⁄2 -2

* Constant 1995 prices



vigour and rose markedly in the third quarter, thus largely counteracting the slow-
downs in the other components of real gross domestic expenditure.

The growth in real final consumption expenditure by households accelerated from a
seasonally adjusted and annualised rate of 1 per cent in the second quarter of 1999
to about 2 per cent in the third quarter. All the components of private household
spending contributed to the higher spending level, but by far the strongest rise was
seen in spending on durable goods. Purchases of new motor cars, furniture and
household appliances and recreational equipment increased markedly.

The pattern of consumers’ expenditure growth in the third quarter of 1999 may have
been linked to the turnaround in consumer confidence, declines in bank lending
rates, and possibly to changes in housing wealth following the recovery in the real-
estate market. Household balance sheets were further strengthened by the alloca-
tion of an equity interest in the Old Mutual life assurance company. Debt financing of
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Real final consumption expenditure by households
Percentage change at seasonally adjusted and annualised rates

Components 1998 1999

1st qr 2nd qr 3rd qr 4th qr Year 1st qr 2nd qr 3rd qr

Durable goods 6 -4 91⁄2 -231⁄2 -6 -12 101⁄2 15
Semi-durable goods 41⁄2 4 1⁄2 1⁄2 21⁄2 -71⁄2 -3 1⁄2
Non-durable goods 0 1⁄2 1 0 1 0 1⁄2 0
Services 3 21⁄2 3 5 3 21⁄2 11⁄2 21⁄2
Total 2 1 1⁄2 0 11⁄2 -1 1 2



household spending also played a role in this rise, but not an excessive one – out-
standing debt as a percentage of households’ disposable income actually slipped
back from 591⁄2 per cent in the second quarter of 1999 to 581⁄2 per cent in the third
quarter. Households’ income strengthened slightly as growth in agricultural income
spilled over into the third quarter of 1999.

Aggregate real final consumption expenditure by general government continued to
decline in the third quarter of 1999, and the rate of decline even accelerated from
an annualised rate of 11⁄2 per cent in the second quarter to 21⁄2 per cent in the third
quarter. This brought real expenditure on the consumption of goods and services by
general government in the first nine months of 1999 to a level that was 1 per cent
lower than in the corresponding period of 1998. Strict budgetary control at the level
of national government was extended to provincial and local governments. This con-
trol played an important part in containing the growth in general government con-
sumption expenditure. Because of the recent declines, the ratio of government con-
sumption expenditure to gross domestic product decreased from 191⁄2 per cent in
the first quarter of 1999 to 19 per cent in the third quarter.
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The sharp decline in real gross fixed capital formation at a quarter-to-quarter annu-
alised rate of 24 per cent in the first quarter of 1999 tapered off to declines of 101⁄2
per cent in the second quarter and 31⁄2 per cent in the third quarter. Real capital
spending by all three institutional sectors, namely private enterprises, public corpo-
rations and general government, decreased in the third quarter of 1999.

Real gross fixed capital formation in the private sector declined at an annualised rate
of only 1 per cent following declines varying between 8 and 4 per cent in the pre-
ceding six quarters. This decline was confined to only two sectors of economic
activity, namely mining and construction. All the other sectors of economic activity
stepped up their fixed investment activities in the third quarter of 1999. In the case
of the manufacturing sector this occurred against the backdrop of a high level of
unutilised production capacity. Therefore it seems unlikely that investment would
have added to existing production capacity, but more probable that such invest-
ments were aimed at the introduction of new technologies. The infrastructure of the
country’s cellular communications network was also expanded;  this is included in
the fixed capital formation of the sector transport, storage and communication.

Unlike 1998 when the real gross domestic fixed capital formation by public corpora-
tions expanded rapidly, this spending aggregate has now declined at fairly high rates
in three consecutive quarters. The completion of the renewal programme of the South
African Airways contributed most to the declines in the first three quarters of 1999.

Real general government fixed capital formation has been declining since the fourth
quarter of 1998. The Medium Term Budget Framework maintained the Govern-
ment’s commitment to increasing the ratio of public investment to gross domestic
product. The growth rate of gross domestic fixed capital formation is therefore like-
ly to turn positive again in the not too distant future.

The real value of all inventories in the economy increased slightly in the third quarter
of 1999. Industrial and commercial inventories were by far the main contributors to
this inventory build-up. Nonetheless, the ratio of the value of industrial and com-
mercial inventories to non-agricultural gross domestic product remained at a level of
131⁄2 per cent in the third quarter of 1999. Businesses have over time economised on
inventory holdings relative to output, as is evident from the downward trend in the
ratio of inventories to gross domestic product. Advances in information gathering
and processing technologies have enabled many companies to run their business-
es with the bare minimum of inventories.
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Real gross fixed capital formation
Percentage change at seasonally adjusted and annualised rates

Sectors 1998 1999

1st qr 2nd qr 3rd qr 4th qr Year 1st qr 2nd qr 3rd qr

Private business enterprises -51⁄2 -3 -8 -5 -3 -61⁄2 -4 -1
Public corporations 531⁄2 871⁄2 119 58 511⁄2 -68 -281⁄2 -14
General government 9 1 41⁄2 -101⁄2 21⁄2 -4 -17 -2
Total 31⁄2 81⁄2 10 5 5 -24 -101⁄2 -31⁄2



Factor income and saving

The year-on-year growth in aggregate value added at basic prices remained at 71⁄2 per cent
in the third quarter of 1999. This was due to a slowdown in the growth in employee com-
pensation which neutralised faster growth in operating surpluses of business enterprises.

The growth over four quarters in aggregate gross operating surpluses increased from 7
per cent in the second quarter of 1999 to 81⁄2 per cent in the third quarter. There was a
strong acceleration in growth in the commercial and financial services sectors. This
reflected mainly the relative strength of private household consumption expenditure and
the continuing high levels of activity in financial markets in the third quarter of 1999.

The rate of growth over four quarters in total compensation of employees declined
slightly from 71⁄2 per cent in the second quarter of 1999 to 7 per cent in the third quar-
ter. This occurred against the backdrop of declining employment in the regularly sur-
veyed formal sectors of the economy.

Gross saving as a ratio of gross domestic product improved from 141⁄2 per cent in the
first quarter of 1999 to 151⁄2 per cent in the second quarter, but then fell back to 15 per
cent in the third quarter. Net dissaving by general government deteriorated slightly from
21⁄2 per cent of gross domestic product in the second quarter of 1999 to 3 per cent in
the third quarter, mainly because of the payment of interest on government debt
towards the end of August. The spate of consumer spending in the third quarter of
1999 left its mark on household saving which declined marginally as a percentage of
gross domestic product from the first quarter of 1999 to the third quarter. Net corpo-
rate saving was influenced by two opposing forces, namely higher operating surpluses
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and higher dividend payments, and consequently remained broadly  unchanged at
about 41⁄2 per cent of gross domestic product. A higher saving ratio than the currently
prevailing one is generally regarded a prerequisite for a sustained improvement in South
Africa’s growth performance and in the standard of living of the total population.
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Employment

Total employment in the non-agricultural sectors of the economy was severely
affected by the cyclical downturn in economic activity from the fourth quarter of
1996, and by the tightening of monetary conditions at the time of the international
financial turmoil in 1998. Reflecting the progressively weaker state of economic
activity, non-agricultural employment declined by 1,7 per cent in 1997 and 3,7 per
cent in 1998. There was a slight increase in total employment at a seasonally adjust-
ed and annualised rate of 0,4 per cent in the first quarter of 1999, but this was fol-
lowed by a further decline at an annualised rate of 3,8 per cent in the second quar-
ter. The actual number of workers who became redundant during the first half of
1999 totalled about 50 thousand.

The recent changes in employment in the private sector, according to the Survey of
Total Employment and Earnings by Statistics South Africa, displayed a pattern over
time that was broadly similar to that of total employment:  private-sector employ-
ment increased at a seasonally adjusted and annualised rate of 2,7 per cent in the
first quarter of 1999, but declined at a rate of 3,0 per cent in the second quarter.
Employment declined in five of the eight main sectors of economic activity during the
second quarter, ranging in intensity from 16,2 per cent in the construction sector to
a comparatively mild overall decline of 1,7 per cent in the mining sector. Increases
in employment were recorded in the other three main sectors of the economy:  in
the transport, storage and communication sector at an annualised rate of 24,1 per
cent, mainly due to the appointment of part-time workers;  in the financial interme-
diation and insurance sector at a rate of 4,3 per cent;  and in the laundering and dry-
cleaning sector at an annualised rate of 1,4 per cent.

Unlike private-sector employment which had increased in the first quarter of 1999,
employment by public authorities declined in both of the first two quarters of the
year:  in the first quarter at a seasonally adjusted and annualised rate of 3,6 per cent
and in the second quarter at an even higher rate of 5,3 per cent. Decreases
occurred at all tiers of government, barring local governments where employment
totals increased at an annualised rate of 1,2 per cent in the second quarter.
Decreases varied among the elements of the public sector from 14,0 per cent (sea-
sonally adjusted and annualised) in the transport, storage and communication sec-
tor to 2,9 per cent in the general departments of national government. All the
declines are consistent with the overriding policy objective of a smaller government
service, but with a strong commitment to a better quality of service delivery.

Strikes and other work stoppages increased strongly in the third quarter of 1999, taking
the estimated number of workdays lost since the beginning of the year to 2,5 million at
the end of September, overtaking the total of 1,85 million during the same period in 1998.

The sharp increase in strike activity is attributable to large-scale work stoppages in
the public sector, and in the post and telecommunications, mining and retail sectors.
The protracted wage dispute in the public sector, which culminated in national
demonstrations and strikes in July and August, accounted for 64,2 per cent of the
total number of workdays lost since the beginning of the year. The second-largest
strike, which accounted for 13,9 per cent of total workdays lost, was in the trans-
port sector. Wage strikes involving the Post Office, Telkom and the chemical indus-
try workers in August and September accounted for 9,7 per cent of the total. Strikes
in the mining sector contributed 7,4 per cent to the total number of workdays lost
because of strikes and other work stoppages.
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The major trigger for strike activity so far in 1999 was wage disputes, accounting for
97,4 per cent of the total number of workdays lost. Retrenchment issues were
responsible for 2,2 per cent of the total, followed by dismissals at 0,3 per cent, and
grievances at 0,1 per cent.

Labour costs and productivity

The rate of increase over one year in the average nominal amount of salaries and
wages per worker in the non-agricultural sectors of the economy decelerated from
7,3 per cent in the first quarter of 1999 to 6,7 per cent in the second quarter. This
slowdown in the growth of nominal worker compensation seems consistent with
gradually declining inflation and expectations of slower future growth in the overall
cost of living. Slower nominal wage growth has the potential to weaken the appar-
ent inertia of overall price inflation to react more positively to restrictive economic
policy measures.

The decline in the growth in compensation per worker among all workers is more
than accounted for by a slowdown in the growth of public-sector remuneration. The
rate of increase over one year in the nominal compensation per worker in the pub-
lic sector declined sharply from 4,9 per cent in the first quarter of 1999 to 2,7 per
cent in the second quarter. Adherence to strict budgetary constraints throughout the
public sector, the fall in overall consumer price inflation and expectations of lower
future inflation were probably the most important factors accounting for the slow-
down in remuneration growth in the public sector.

In contrast to developments in the public sector, the growth in average nominal
remuneration per worker in the private sector accelerated in the second quarter
of 1999. After having increased at a year-on-year rate of 9,2 per cent in the first
quarter of 1999, average wages and salaries per worker in the private non-agri-
cultural sectors of the economy increased by 10,1 per cent in the year to the
second quarter. This acceleration in average earnings growth is somewhat at
variance with the average level of wage settlements, which declined from 8,7
per cent in the nine months to September 1998 to 8,2 per cent in the same peri-
od of 1999. The difference between the growth in compensation per worker and
the settlement rate reflects many other influences, such as the promotion of
workers to higher ranks in organisations, changes in overtime worked and
bonus payments.

Output prices (as reflected by the price deflator for value added in the non-agricul-
tural sectors of the economy) rose faster than the nominal remuneration per worker
in the first half of 1999, indicating that producers generally managed to recover
labour cost increases by raising output prices. As a consequence, the ratio of nom-
inal remuneration per worker to output prices – the real product wage – declined at
a year-on-year rate of 0,1 per cent in the first quarter of 1999 and 0,8 per cent in
the second quarter. Prospects for future growth in operating surpluses will probably
improve in such an environment where costs are being contained and aggregate
final demand is expanding.

Operating surpluses were further bolstered by the growth in real output per work-
er which accelerated from a year-on-year rate of 0,9 per cent in the first quarter
of 1999 to 1,7 per cent in the second quarter. The slowdown in the growth of
nominal compensation per worker combined with the stronger growth in pro-
ductivity to reduce the increase in nominal unit labour costs from a year-on-year
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rate of 6,4 per cent in the first quarter of 1999 to 4,8 per cent in the second quar-
ter. Slowdowns such as these are fully consistent with the overriding monetary-
policy objective of further reductions in the rate of production price and consumer
price inflation.
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Inflation

There was a significant decline in consumer price inflation in recent months. The
consumer price index declined at a seasonally adjusted and annualised rate of 0,5
per cent in the third quarter of 1999, taking the year-on-year inflation rate down to
1,9 per cent in September 1999 and 1,7 per cent in October – its lowest level since
August 1968. In November 1998, the consumer price index was still as much as 9,4
per cent higher than in the previous year. The firm downward movement in con-
sumer price increases was greatly assisted by temporary factors, most notably the
fall in mortgage bond rates from 24 per cent in October 1998 to 15,5 per cent in
October 1999.

Other important measures of inflation suggest that the gains made in the fight
against inflation were less impressive than those made by the reduction in over-
all consumer price inflation. After eliminating the effects of temporary or one-off
events from the consumer price index, the core inflation rate (i.e. the change in
the overall consumer price index, excluding the prices of certain food products,
the cost of mortgage bonds and consumer credit and certain indirect taxes)
declined, on balance, only slightly from 8,2 per cent in July 1999 to 8,0 per cent
in October. Core inflation measured from quarter to quarter and annualised, actu-
ally accelerated over the first three quarters of 1999 – from 6,7 per cent in the
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first quarter to 9,1 per cent in the third quarter. Sharp increases in petrol and
diesel prices from the beginning of 1999 have had a significant effect on the
acceleration in core inflation, indicating that the stronger inflation momentum had
its origin not so much in the domestic economy as in the foreign sector.

Changes in the all-goods production price index also corroborate the view that
inflation has accelerated from the beginning of 1999. The year-on-year increase in
production prices almost trebled from 2,3 per cent in March 1998 to 6,4 per cent
in June 1999, but then abated somewhat to 5,7 per cent in September. Measured
from quarter to quarter, inflation at the level of production prices accelerated from
an annualised rate of 2,8 per cent in the first quarter of 1999 to 8,4 per cent in the
third quarter.

The annualised increase in the seasonally adjusted index of the production prices
of domestically produced goods – which gives some indication of the strength of
domestically generated inflation – accelerated only modestly from 5,1 per cent in
the first quarter of 1999 to 6,6 per cent in the third quarter. By contrast, growth
in the prices of imported goods accelerated strongly from an annualised decline
of 5,0 per cent in the first quarter of 1999 to an increase of 15,3 per cent in the
third quarter. With production or wholesale prices in South Africa’s main trading-
partner countries generally declining, and with the exchange rate of the rand
remaining relatively stable over the first three quarters of the year, the rapid accel-
eration in the growth of the prices of imported goods, and therefore also in the
all-goods production price index, must essentially be attributed to the steep rise
in the international prices of crude oil.
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Consumer prices
Quarter-to-quarter percentage changes at annualised rates

Period Consumer price inflation Core inflation

1998: 1st qr................................... 4,2 6,2
2nd qr.................................. 6,0 8,7
3rd qr .................................. 17,3 8,4
4th qr................................... 9,3 7,8

1999: 1st qr................................... 2,0 6,7
2nd qr.................................. 2,5 8,5
3rd qr .................................. -0,5 9,1

Production prices
Quarter-to-quarter percentage changes at annualised rates

Period Domestically produced goods Imported goods All goods

1999: 1st qr ............... 5,1 -5,0 2,8
2nd qr .............. 6,4 12,7 7,6
3rd qr ............... 6,6 15,3 8,4
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Foreign trade and payments 

Current account balance

As could be expected from an economy that is still operating close to a lower turning
point in economic activity – a phase of the business cycle when the trade account nor-
mally improves – the deficit on the current account of the balance of payments shrank
from the second to the third quarter of 1999. Mainly because of a rise in the value of
merchandise exports which exceeded the rise in the value of merchandise imports, the
deficit on the current account balance (seasonally adjusted and annualised) narrowed
from R3,6 billion in the second quarter of 1999 to R2,5 billion in the third quarter. As a
ratio of gross domestic product, the current account deficit amounted to 0,3 per cent
in the third quarter of 1999. For the first three quarters of 1999, the average deficit ratio
was 0,1 per cent.

The decline in the value of merchandise exports to the Asian countries which were affected
by a financial crisis in 1998, has been largely reversed and was also offset by stronger sales
to other markets. The seasonally adjusted and annualised value of merchandise exports rose
to R147,8 billion in the third quarter of 1999, about 3 per cent higher than in the third quar-
ter of 1998. The bulk of the recovery in merchandise exports in the third quarter of 1999
came from the mining sector, other than gold mining. Particularly large increases were
recorded in the categories for mineral products and precious and semi-precious stones.

The physical quantity of merchandise exports (seasonally adjusted and annualised)
increased by about 5 per cent in the third quarter of 1999, following a decline of about a
similar magnitude in the second quarter. The third-quarter recovery brought the physical
volume of merchandise exports in the first three quarters of 1999 to a level that was
approximately equal to that of the first three quarters of 1998. Despite the stronger show-
ing of export volumes in the third quarter of 1999, the general level of the physical quan-
tity of merchandise exports in 1999 was still somewhat below that of the second half of
1997. The average rand prices of export goods increased by about 1⁄2 per cent from the
second to the third quarter, but by 71⁄2 per cent when comparing the first three quarters
of 1999 with the first three quarters of 1998.
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Balance of payments on current account
Seasonally adjusted and annualised
R billions

1998 1999

1st qr 2nd qr 3rd qr 4th qr 1st qr 2nd qr 3rd qr

Merchandise exports 132,1 131,3 143,6 133,2 147,8 140,2 147,8
Net gold exports 25,5 23,0 26,9 28,2 24,7 23,8 22,9
Merchandise imports -141,0 -137,7 -165,9 -158,5 -142,9 -142,8 -147,2
Net service, income

and current  
transfer payments -19,8 -21,6 -24,4 -21,4 -25,3 -24,8 -26,0

Balance on current
account -3,2 -5,0 -19,8 -18,5 4,3 -3,6 -2,5



After having declined from R28,2 billion in the fourth quarter of 1998 to R23,8 billion in
the second quarter of 1999, the value of net gold exports declined further to R22,9 bil-
lion in the third quarter. This decline of almost 4 per cent resulted entirely from a decline
in the price of gold. The average realised export price of gold fell from R1 780 per fine
ounce in the second quarter of 1999 to R1 612 per fine ounce in the third quarter, or
by 9,4 per cent. The average fixing price of gold on the London market declined by 5,5
per cent from the second to the third quarter of 1999 or from US$274 per fine ounce
to US$259 per fine ounce. This discrepancy between the rand price and the dollar price
movements is explained by a slight appreciation of the rand against the dollar over the
third quarter and by hedging operations of gold producers. The physical quantity of gold
exports which had shrunk by about 31⁄2 per cent from the first to the second quarter of
1999 increased by just more than 6 per cent in the third quarter.

The gold price responded strongly to an announcement by European central banks that
they would limit gold sales and the lending of gold. This announcement improved senti-
ment in the gold market towards the end of the third quarter of 1999 and the average
monthly London fixing price of gold rose from US$265 per fine ounce in September to
US$311 per fine ounce in October. The London fixing price recorded a two-year high of
US$326 per fine ounce on 5 October 1999 amid the large-scale covering of short posi-
tions. Subsequently the price fell back to US$292 per fine ounce on 16 November 1999.

The value of merchandise imports increased from a seasonally adjusted and annualised
rate of R142,8 billion in the second quarter of 1999 to R147,2 billion in the third quar-
ter, or by just over 3 per cent. A strong increase in the importation of crude oil was by

22 QUARTERLY BULLETIN December 1999

SA RESERVE BANK

Current account

R billions

Per cent

-30

-20

-10

0

10

-3

-2

-1

0

1

2

Current account
Ratio of current account balance to gross domestic product

Seasonally adjusted and annualised

1994 1995 1996 19981997 1999



far the most important cause of the increase in the value of merchandise imports. This
was only partially offset by a decline in the value of imported manufactured goods.

The physical quantity of merchandise imports declined by approximately 1⁄2 per cent
in the third quarter of 1999, and was generally consistent with the relative weakness
in domestic real aggregate final demand. Together with the sharp fall in the real value
of imports in the first quarter of 1999, the latest decline in import volumes meant that
the physical quantity of merchandise imports in the first three quarters of 1999 was
some 10 per cent below the quantity imported in the first three quarters of 1998.

The decline in import volumes in the third quarter also meant that the rise in import val-
ues in the third quarter was more than fully explained by a rise in the average rand
prices of imported goods. Import prices are estimated to have increased by about 31⁄2
per cent in the third quarter of 1999, following two quarters of a roughly unchanged
overall import price level. The rise in the overall measure of import prices reflects by
and large the higher level of international crude oil prices:  it also reflects to a far less-
er extent a slight acceleration in producer and wholesale price inflation in South Africa’s
main trading-partner countries.

There was an increase in the value of service and income receipts from the rest of the
world, but this was more than offset by an increase in the value of service and income
payments to non-residents in the third quarter. Net service, income and current trans-
fer payments to non-residents accordingly increased marginally from a seasonally
adjusted and annualised value of R24,8 billion in the second quarter of 1999 to R26,0
billion in the third quarter. Payments for services increased as the higher nominal
levels of international trade translated into an increase in payments to non-resident
carriers for transportation and freight services. Higher investment-income pay-
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ments in the form of interest and dividend payments to non-resident holders of
South African bonds and shares also followed the strong influx of portfolio invest-
ment capital into the securities markets during the first nine months of 1999.

Financial account

Timely action by the South African authorities and central banks in the main finan-
cial centres of the world in the second half of 1998 successfully staved off the risk
of instability in the domestic financial markets. These measures led to a resumption
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Net financial transactions not related to reserves
R billions

1998 1999

1st qr 2nd qr 3rd qr 4th qr Year 1st qr 2nd qr 3rd qr

Liabilities.......................................
Direct investment.................... 0,4 1,2 1,9 -0,4 3,1 2,0 1,6 1,7
Portfolio investment ................ 26,5 22,5 -1,1 2,5 50,4 10,9 26,1 29,9
Other investment .................... -1,4 -2,3 1,4 8,8 6,5 -1,1 -3,0 -9,2

Total liabilities .............................. 25,5 21,4 2,2 10,9 60,0 11,8 24,7 22,4
Assets ..........................................

Direct investment.................... -1,0 -0,1 -8,1 -0,4 -9,6 -4,3 -2,1 -2,2
Portfolio investment ................ -7,1 -11,3 -5,5 -6,2 -30,1 -5,8 -9,4 -5,0
Other investment .................... -5,1 -0,1 3,8 -1,5 -2,9 -2,1 -2,3 -3,9

Total assets ................................. -13,2 -11,5 -9,8 -8,1 -42,6 -12,2 -13,8 -11,1
Total financial transactions* ........ 7,6 0,8 -4,4 4,0 8,0 2,4 4,2 6,8

* Including unrecorded transactions



of international portfolio capital flows into the country. As a consequence, the sur-
plus on the financial account of the balance of payments improved progressively
throughout the first three quarters of 1999.

A large net inflow of portfolio investment capital outweighed a net outflow of other
investment capital in the third quarter of 1999. The net inflow of capital through the
financial account (including unrecorded transactions, but excluding reserve-related
liabilities) accordingly increased from R4,2 billion in the second quarter of 1999 to
R6,8 billion in the third quarter. The cumulative surplus on the financial account
amounted to R13,4 billion in the first three quarters of 1999, compared with a sur-
plus of R8,0 billion in 1998 as a whole.
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Foreign direct investment flows into South Africa increased marginally from R1,6 bil-
lion in the second quarter of 1999 to R1,7 billion in the third quarter. The latter inflow
was more than fully offset by direct investment capital exported from the country. On
a net basis there was still an outflow of foreign direct investment capital of R3,3 bil-
lion in the first three quarters of 1999, but this was significantly down from the out-
flow of R6,5 billion in 1998 as a whole.

Foreign portfolio investment flows into South Africa increased from R10,9 billion in
the first quarter of 1999 to R29,9 billion in the third quarter – the highest quarterly
inflow of portfolio capital ever recorded. A significant component of these inflows
entered the economy through the domestic equity market. Strong inflows followed
the primary listing of the Old Mutual life assurance company on the London Stock
Exchange in July 1999.

South African institutional investors continued to increase their exposure to foreign
securities markets, albeit at a much lower rate in the third quarter of 1999 than in
the second quarter. Net capital exports through portfolio transactions accordingly
declined from R9,4 billion in the second quarter of 1999 to R5,0 billion in the third
quarter. In total, net portfolio investment inflows totalled R46,7 billion in the first three
quarters of 1999, compared with a total net inflow of R20,3 billion in the whole of
1998.

Other foreign investment into South Africa (measured as changes in the foreign lia-
bilities of resident South African organisations in the form of loans, trade finance
arrangements, bank deposits and other mostly short-term liabilities) deteriorated
from an outflow of R3,0 billion in the second quarter of 1999 to an outflow of R9,2
billion in the third quarter. The outflows in the third quarter were mainly caused by
scheduled debt repayments in terms of the existing arrangements between foreign
creditor banks and domestic debtors, the repayment of affected debt previously
converted into long-term debt and of loans whose repayment was guaranteed by
foreign governments. Over the same period, non-resident investors withdrew part of
their foreign-currency denominated deposits with South African banks.

Net capital exports by resident organisations in the category other foreign investment
(measured as changes in foreign assets originating from trade finance or other loans
granted to non-residents, and deposits placed with non-resident banks) increased
from R2,3 billion in the second quarter of 1999 to R3,9 billion in the third quarter.
Foreign investment flows outside the fields of foreign direct investment and portfolio
transactions were measured as a net outflow of R21,6 billion in the first three quar-
ters of 1999, compared with a net inflow of R3,6 billion in 1998 as a whole.

Foreign debt

The net borrowing of South Africa in foreign capital markets led to a rise in South
Africa’s foreign-currency denominated debt from US$24,7 billion at the end of 1998
to US$25,1 billion at the end of June 1999.

Debt renegotiated in terms of successive standstill arrangements had been reduced
from US$2,3 billion at the end of 1998 to US$1,9 billion at the end of June 1999,
implying that debt obligations equivalent to only 13,7 per cent of the total debt orig-
inally affected by the standstill announcement of 1985, have not been restored to
normal debt relationships.
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Other foreign-currency denominated debt rose from US$22,4 billion at the end of
1998 to US$23,2 billion at the end of June 1999. This increase was caused primar-
ily by government’s two bond issues of 500 million and US$500 million in April and
May 1999, respectively, and net borrowing by the non-monetary private sector.

Measured in rands, total foreign-currency denominated  debt rose by R6,6 billion in
the first half of 1999 to R151,4 billion. The ratio of interest payments to total export
earnings increased to 9,2 per cent in the year to June 1999, from 8,4 per cent in
1998. The latest ratio is somewhat higher than the historical average of 7,2 per cent
in the past decade.

Foreign reserves

The deficit on the current account of the balance of payments in the third quarter of
1999 was more than fully financed by a strong surplus on the capital transfer and
financial account. The resulting surplus on South Africa’s overall balance of pay-
ments therefore increased from R2,5 billion in the second quarter of 1999 to R4,6
billion in the third quarter. During the first three quarters of 1999, the country’s net
international reserves increased by R12,0 billion, compared with a decline of R4,0
billion for 1998 as a whole. 

The country’s gross international reserves, which had increased from R42,2 billion at
the end of December 1998 to R47,2 billion at the end of June 1999,  increased by
R6,7 billion to R53,9 billion at the end of September. Import cover improved from
about 10 weeks’ worth of imports of goods and services at the end of December
1998 to about 13 weeks’ worth at the end of September 1999. In dollar terms, the
country’s gross international reserves increased from US$7,2 billion at the end of
December 1998 to US$9,0 billion at the end of September 1999.
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Foreign debt of South Africa
US$ billions at end of year

1995 1996 1997 1998 1999*

Renegotiated debt ..................... 3,0 2,7 2,5 2,3 1,9
Public sector ......................... 1,1 1,3 1,2 1,2 1,0
Monetary sector .................... 0,7 0,3 0,2 0,1 0,1
Non-monetary private sector ... 1,2 1,1 1,1 1,0 0,8

Other foreign-currency 
denominated debt...................... 22,4 23,3 22,7 22,4 23,2

Bearer bonds ........................ 3,8 4,0 4,0 4,4 5,2
Converted long-term loans .... 2,9 2,1 1,3 0,8 0,6
Public sector ......................... 4,5 4,7 4,2 3,3 3,0
Monetary sector .................... 4,9 6,6 7,5 8,8 8,8
Non-monetary private sector 6,3 5,9 5,7 5,1 5,6

Total foreign-currency 
denominated debt...................... 25,4 26,0 25,2 24,7 25,1

* As at end of June 1999



The Reserve Bank’s gross international reserves which had increased consistently
from R30,5 billion in September 1998 to R39,2 billion at the end of September 1999,
advanced to R42,6 billion at the end of October. The utilisation of short-term credit
facilities increased by R2,0 billion from the end of September 1999 to the end of
October 1999, partly as a measure to ensure that liquidity in the foreign-exchange
market would not run dry because of millennium-related problems with computer
systems at the end of the year.
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The Reserve Bank’s net oversold forward position in foreign currency declined from
US$21,5 billion at the end of June 1999 to US$19,2 billion at the end of September
1999 and US$18,7 billion at the end of October. Over the same period the Bank’s
net open position in foreign currency declined from US$18,3 billion in June 1999 to
US$15,6 billion at the end of September and US$14,9 billion at the end of October.
At the end of September 1998 the Reserve Bank’s net open position in foreign cur-
rency stood at US$23,2 billion.

Exchange rates

Financial markets around the world began to stabilise towards the end of 1998.
Notwithstanding these favourable developments, conditions in emerging-market
economies remained fragile during the first ten months of 1999 and were often dis-
rupted by volatile asset price movements. These developments had implications for
the external value of the rand, which fluctuated in a somewhat unsystematic way
during the first ten months of 1999. Volatility in the domestic market for foreign
exchange was further amplified by large portfolio investment inflows following the
listing of the Old Mutual life assurance company on the London Stock Exchange and
by the fluctuating movements of the gold price.
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On balance, the nominal effective exchange rate of the rand strengthened at first by
3,6 per cent from the end of December 1998 to the end of June 1999, but then fell by
4,2 per cent in July. Investor confidence in emerging markets improved during the lat-
ter part of the third quarter of 1999 and non-resident investors substantially increased
their holdings of South African debt and equity securities. The rand strengthened dur-
ing August and September 1999, reducing the decline in the nominal effective
exchange rate of the rand to 3,0 per cent from the end of the second quarter to the
end of the third quarter of 1999. Over the whole of the first three quarters of 1999 the
weighted exchange rate of the rand gained about 0,5 per cent in value.

In October 1999, wide fluctuations in the dollar price of gold and concerns about the
readiness of South Africa to address millennium-related computer programming and
market liquidity problems added to uncertainty and nervousness in the foreign exchange
market. As a consequence, there was a decline of 1,4 per cent in the nominal effective
exchange rate of the rand from the end of September 1999 to the end of October.

Over the first ten months of 1999 the external value of the rand strengthened by 6,0
per cent against the relatively weak euro, but generally weakened against other key
currencies. The inflation-adjusted effective exchange rate of the rand appreciated by
4,2 per cent from December 1998 to June 1999, probably signalling some loss in
the competitive power of South African producers in external markets.

The total net average daily turnover in the domestic market for foreign exchange,
which usually rises strongly during times of market turbulence, declined slightly from
US$10,2 billion in the second quarter of 1999 to US$9,9 billion in the third quarter.
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Exchange rates of the rand
Percentage change

31 Dec 1998 30 Jun 1999 30 Sep 1999 31 Dec 1998
to to to to

30 Jun 1999 30 Sep 1999 29 Oct 1999 24 Nov 1999

Weighted average* .......................... 3,6 -3,0 -1,4 -0,4
Euro ................................................ 9,8 -3,1 -0,5 9,0
US dollar ......................................... -2,8 0,2 -2,0 -4,4
British pound................................... 2,5 -4,3 -1,5 -2,1
Japanese yen.................................. 3,5 -12,4 -2,8 -12,3

* The weighted exchange-rate index consists of a basket of 14 currencies. Prior to the 
introduction of the euro on 1 January 1999, the basket consisted of 24 currencies



Monetary developments, interest rates and financial markets

Money supply

Reflecting the generally subdued real economic conditions, together with the
delayed effects of the tightening of monetary policy during 1998, the year-on-year
growth rate of the broad monetary aggregate M3 decreased during the first nine
months of 1999.

The average month-to-month increase in the value of M3 during 1999 was consid-
erably smaller than the average monthly increase in 1998. Prominent deviations from
this general pattern occurred in the last month of each quarter of 1999 when there
were abrupt and sizeable increases in M3. The impact that these deviations could
have had on the growth over twelve months in M3 in 1999 was largely dampened
by the very high base for year-on-year growth calculations which had been estab-
lished by the behaviour of M3 between June and August 1998.

The twelve-month rate of increase in M3 receded, on balance, from 19,4 per cent in
June 1998 to 5,3 per cent in August 1999, but accelerated to 7,8 per cent in
September when the high levels of M3 recorded in August 1998 dropped out of the
base for twelve-month growth calculations. Another factor of an even more technical
nature which influenced the growth in M3 during August and September 1999 was the
changes in the value of remittances in transit recorded on the banks’ monthly balance
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sheets. In August 1999 these balance sheet items contributed to a substantial slow-
down in the growth of M3, but the influence that this had was largely reversed in
September when the change in remittances in transit added to the growth in M3.

The relatively large increase in M3 from August to September 1999 was also respon-
sible for an acceleration in the seasonally adjusted and annualised quarter-to-quar-
ter growth in M3. This growth rate had slowed down from 18,7 per cent in the third
quarter of 1998 to around 1 per cent in each of the first and second quarters of
1999, before rebounding to 16,2 per cent in the third quarter. Most of this increase
in the quarter-to-quarter growth rate was concentrated in September 1999.

The overall slowdown in the growth of M3 in the course of 1999 arose inter alia from
a shift in the composition of portfolios away from relatively low-risk depository-type
investments to comparatively high-risk but attractively priced interest-bearing debt
securities and equity investments – a shift that occurred parallel with slower growth
in bank’s claims on the private sector. The decline in liquidity preference is reflected
in the sharp deceleration in the twelve-month growth of M1 from 22,0 per cent in
March 1999 to 3,6 per cent in August and 4,3 per cent in September.

Further evidence of the relative reduction of the highly liquid component of money
holdings is the changing difference between the growth rates in M1 and M3 during
the second and third quarters of 1999. The difference narrowed at first, but was then
inverted when the growth in M3 outpaced the growth in M1 in August and
September 1999. The year-on-year growth in M1 fell from 43,7 per cent in August
1998 to 3,6 per cent in August 1999 – the latter growth rate is the lowest since
November 1993.
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The twelve-month growth rates in M3 since February 1999 were nearly all within the
three-year guideline range for the growth in M3 of between 6 and 10 per cent. The
quarter-to-quarter growth rates in M3 fell below the growth in nominal gross domes-
tic product in the first two quarters of 1999. The income velocity of M3 accordingly
increased somewhat during the first half of 1999. In the third quarter of 1999, how-
ever, this was again reversed when M3 grew faster than the nominal gross domes-
tic product, leading to a slight falling back in the income velocity of M3.

In a statistical or accounting sense, the main counterparts to the R14,9 billion rise in
M3 during the third quarter of 1999 were a R9,1 billion increase in the banks’ claims on
the private sector and a R9,1 billion increase in the net foreign assets of the banking
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Twelve-month growth rates in M1 and M3
Per cent

Period M1 M3 Differential

1999: Jan ........................ 22,0 12,5 9,6
Feb........................ 14,8 7,0 7,9
Mar........................ 22,0 9,9 12,1
Apr ........................ 15,8 7,2 8,6
May ....................... 15,2 6,7 8,5
Jun........................ 8,4 6,5 1,9
Jul ......................... 7,4 7,4 0,0
Aug ....................... 3,6 5,3 -1,7
Sep ....................... 4,3 7,8 -3,5

Income velocity of M3
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sector. These increases were augmented by an increase of R5,7 billion in the banks’
net claims on the government sector, but were countered by a decrease of R9,0 bil-
lion in the “net other assets” of banks. The “net other assets” declined, among other
things, because of a rise in “other liabilities” which, in turn, originated from changes
in the “in transit” items on the banks’ balance sheets. Changes in banks’ capital and
reserves liabilities also had implications for the “net other assets”.

Credit extension

The underlying growth in total credit extended by banks during the first nine months
of 1999 remained above inflation as measured by changes in the overall consumer
price and core inflation indices. The twelve-month growth rate in total credit exten-
sion fell from 18,5 per cent in December 1998 to 9,9 per cent in July 1999, but then
accelerated slightly to 10,8 per cent in September. In real or inflation-adjusted terms,
the growth in total credit extension by banks remained positive throughout the first
nine months of 1999, and even accelerated towards the end of the period under
review.

The slowdown in the demand for credit during the first nine months of 1999 can be
attributed proximately to weaker growth in the demand for credit by private-sector
bodies. The growth over twelve months in credit extended to the private sector
slowed down from 16,5 per cent in January 1999 to 9,7 per cent in July, before pick-
ing up moderately to 11,5 per cent in September. Quarter-to-quarter growth in nom-
inal credit extension to the private sector also accelerated somewhat from an annu-
alised rate of 8,2 per cent in the second quarter of 1999 to 10,9 per cent in the third
quarter.
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Among the components of bank credit extended to the private sector, the rate of
growth over twelve months in mortgage advances declined from 7,2 per cent in
March 1999 to 4,4 per cent in September – the lowest growth rate on record. The
slow growth in mortgage advances in recent months caused the share of mortgage
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advances in the overall stock of outstanding private-sector credit to decline from 41
per cent in September 1998 to 38,4 per cent in September 1999. The slump in the
home-building industry, along with the growing aversion to debt among households
were the main reasons for the slow growth in the demand for mortgage financing.

Some tentative indications of a revival in the demand for mortgage advances
emerged during the second and third quarters of 1999. New mortgage advances
granted and mortgage advances paid out both accelerated moderately during the
middle quarters of 1999. The introduction of new home-loan products in October
1999, some of which set the cost of borrowing at 2,4 percentage points below the
prime lending rate, may further encourage credit-financed home ownership in the
near term. At the same time, banks are considering the securitisation of mortgage
loans. This may result in some disintermediation as mortgage advances move off the
balance sheet of banks, in this way further limiting the growth in mortgage financing
by banks.

The main contribution to the growth in bank credit extension to the private sector
came from the category “other loans and advances” during the second and third
quarters of 1999. Although slowing down somewhat until May 1999, the growth
over twelve months in “other loans and advances” remained solidly above 18 per
cent in the third quarter and rose to 22,0 per cent in September 1999. Some of the
relatively brisk expansion in “other loans and advances” was probably related to
financial market activity and corporate restructurings, including mergers and acqui-
sitions that substituted debt for equity. The financing needs of an inventory build-up
ahead of the oncoming festive season may also have added to the business sec-
tor’s demand for bank credit.
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The twelve-month growth rate in instalment sale credit and leasing finance hovered
around zero in the third quarter of 1999. On average, the percentage change over
twelve months in the combined total of these two credit categories declined from 4,2
per cent in 1998 to only 1,0 per cent in the first nine months of 1999, reflecting pri-
vate households’ subdued spending on durable goods. New business payouts of
such finance nevertheless began to show clear signs of renewed strength from the
second quarter of 1999.

The corporate sector absorbed the greater part of the increase in credit extended to
the private sector, its share in total credit extension to the private sector increasing
from 46,5 per cent in September 1998 to 50,2 per cent in September 1999.
Conversely, the share of households decreased from 53,5 per cent to 49,8 per cent
over the same period. Measured over a period of four quarters, the growth rate in
credit extension to the corporate sector decreased from 25,9 per cent in the third
quarter of 1998 to 20,4 per cent in the third quarter of 1999. The corresponding
growth rates in credit extension to households at 7,4 per cent in September 1998
and 3,8 per cent in September 1999, were well below the growth in credit extend-
ed to the corporate sector.

After having increased by R5,9 billion in the second quarter of 1999, the net claims
of banks on the government sector increased by R5,7 billion in the third quarter. The
increase in the third quarter of 1999 was mainly the result of a R4,4 billion increase
in the banks’ holdings of government securities which was reinforced by a decline
in government deposits with the banks. Government deposits with the banks had
been run down partly because of the large interest payments on government bonds
made in August and September.

Interest rates and yields

Bond yields moved in a relatively narrow range around a steadily rising trend during
the second and third quarters of 1999, despite conditions pointing towards a more
bullish outlook, such as the greater stability in international financial markets, the rel-
ative strength of the exchange rate of the rand and a general easing of domestic
monetary policy.

A number of factors could be cited as potentially contributing to the upward move-
ment in yields on long-term government bonds from March 1999. These include
- the tendency for interest rates to rise in the main financial centres of the world;
- uncertainties about gold-price movements and rising oil prices;
- the assessment by financial market participants of underlying domestic infla-

tion risks;
- the potential volatility of non-resident portfolio capital flows;
- some lingering concern about financial stability in emerging markets general-

ly;  and
- concerns about the potential dearth of liquidity in financial markets at the turn

of the millennium.

Developments in the United States securities markets had a strong impact on
the pricing of bonds in other markets during the first ten months of 1999. South
African bond yields followed the international trend towards higher yields and
maintained some correspondence with movements in bond yields in other
emerging markets, but the rise from about April 1999 was far less pronounced
in South Africa than in other emerging markets. A consequence of the lower
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yield volatility of South African bonds was that the country and currency risk pre-
miums of investment in South Africa diminished appreciably from the fourth
quarter of 1998.

The upward movement in rates worldwide helped to take the monthly average yield
on long-term government bonds from 14,5 per cent in March 1999 to 15,3 per cent
in September – a level that was still almost 300 basis points lower than the average
rate prevailing at the height of the international financial crisis in September 1998.
Recently the long-term bond yields moved lower from a daily average of 15,58 per
cent on 16 September 1999 to below 15 per cent on 5 October. The decline in
yields was probably motivated by the levelling off of the rate of core inflation and the
improvement in the price of gold. Sentiment was also buoyed by the relatively small
projected budget deficit of the national government and public-sector borrowing
requirement contained in the Medium Term Expenditure Framework which was
released by the Minister of Finance on 29 October.
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The monthly inflation-adjusted yield on long-term government bonds averaged 6,7
per cent in the first quarter when core inflation is used as the indicator of the rise in
the general level of prices. From the second quarter of 1999, core inflation moved
broadly in tandem with the upward trend in the yield on long-term government
bonds, raising the real yield to 6,9 per cent in September, i.e. only fractionally high-
er than the average level in the first quarter of 1999.

Money market interest rates eased considerably in the course of 1999. Along with
the general decline in short-term interest rates, the Reserve Bank overtly guided the
repurchase rate lower by signalling its interest rate intentions to the private banks at
the daily repurchase-based auction. The repurchase rate accordingly declined from
19,32 per cent at the beginning of the year to 12,01 per cent on 24 November – a
total decline of 731 basis points. Over the same period the tender rate on three-
month Treasury bills declined by 608 basis points and the rate on bankers’ accep-
tances with a maturity of three months by 654 basis points.
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The shape of the yield curve changed drastically as short-term interest rates
declined faster than long-term interest rates and tilted the slope of the curve from
negative to positive. This change was first and foremost a reflection of the easing of
the domestic monetary policy stance. The yield curve had flattened out from January
to April, but then assumed an upward slope when short-term rates fell below long-
term yields. This upward slope steepened until mid-September 1999 as short-term
rates discounted further declines in the repurchase rate of the Reserve Bank and
long-term rates followed the rising rates in the international capital markets. The
general level of the curve drifted lower from mid-September 1999 to the end of
October as markets became more sanguine about the outlook for inflation and the
future borrowing needs of the public sector.

Following the decline in the repurchase rate of the Reserve Bank over the past five
months, the private banks have lowered their prime overdraft rate on current
accounts in four steps from 19 per cent on 24 June 1999 to 15,5 per cent on 4
October 1999. This means that from its plateau in August to October 1998, the
prime overdraft rate has declined by 10 percentage points. Over the same period
the predominant rate on mortgage loans fell by 8,5 percentage points to 15,5 per
cent, i.e. a level equal to that of the prime overdraft rate. However, the design of new
mortgage products and the establishment of new institutions transacting through
the electronic media offer borrowers the opportunity of obtaining mortgage finance
at rates lower than the prime overdraft rate.

The predominant retail rate on twelve-month fixed deposits with banks has declined
by 7,0 percentage points since October 1998 to 9,5 per cent in October 1999. The
difference between this deposit rate and the monthly average prime overdraft rate of
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banks narrowed from more than 900 basis points in July 1998 to slightly more than
850 basis points in October 1998 and further to 600 basis points in October 1999,
which is about equal to the average differential in the first half of 1998.

The standard interest rate applicable to loans granted from the State Revenue Fund
was lowered from 18,50 per cent in October 1998 to 15,25 per cent in July 1999,
but was raised to 15,75 per cent in October 1999. The maximum permissible finance
charges rates laid down in terms of the Usury Act, were lowered from the all-time high
level prevailing from August 1998 to June 1999, to a level in October 1999 which was
its lowest since October 1994. The reduction of 5 percentage points from June 1999
to July and 4 percentage points from September to October left these rates at 24 per
cent for money lending, credit and leasing transactions of more than R6 000 but less
than R500 000, and 27 per cent for amounts up to R6 000.

Money market

After easing during the first four months of 1999, liquidity conditions tightened con-
siderably in the money market during the second and third quarters of the year. The
average daily liquidity requirement of the banks accordingly increased from a low
monthly average of R4,8 billion in March 1999 to a peak of R13,5 billion in August.
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Subsequently the average daily liquidity requirement fell back to R13,0 billion in
September 1999 and R11,5 billion in October as the Reserve Bank began to curb
its liquidity-draining operations with a view towards alleviating a potential dearth of
liquidity at the turn of the millennium.

The tightening in money market conditions in the second and third quarters of 1999
was due primarily to the liquidity-draining operations of the Reserve Bank. These
operations were reinforced by an increase in the value of notes and coin in circula-
tion outside the Reserve Bank and the surpluses arising from the Bank’s transac-
tions in the forward foreign exchange market. The Reserve Bank’s action of draining
liquidity from the money market was intended to increase the private banks’ depen-
dence on central bank funding and thus increase their participation in the daily auc-
tion of repurchase agreements. The daily tender is expected, thereby, to become
more competitive and the market more sensitive to the signals emitted from the
Bank. Concerns about the seizing-up of liquidity in the money market because of
millennium-related problems over the year-end subsequently caused the Bank to
change its strategy and to deliberately assist in the easing of the liquidity position of
the banks in the fourth quarter of 1999.

As part of its liquidity-draining operations, the Reserve Bank entered into special for-
eign currency swap transactions with private banks. Other steps taken by the
Reserve Bank to influence money market liquidity included the issuance of its own
debentures. The amount of outstanding Reserve Bank debentures was raised from
R3,9 billion at the end of March 1999 to R5,0 billion in September, but was reduced
to R3,3 billion at the end of October as concerns about millennium-related liquidity
problems came to the fore.

Liquidity management operations were also strengthened by conducting reverse
repurchase transactions in government securities. These transactions were con-
cluded between the Reserve Bank and private-sector parties and were scheduled
to be reversed after 28 days had elapsed. Outstanding reverse repurchase transac-
tions increased from an initial amount of R0,5 billion in April 1999 to R1,0 billion at
the end of September and R2,0 billion at the end of October.

The Reserve Bank has also actively applied its signalling mechanism in the past four
months or so, to guide the movements of money market interest rates. Overprovision
by the Reserve Bank in the private banks’ daily liquidity requirements on 30 June
1999 accelerated the daily change in the repurchase rate from a decline of 2 basis
points on 29 June to a daily decline of 7 basis points from 30 June to 22 July.

On 26 July 1999 the Reserve Bank underprovided the market by R10 million as a
way of signalling to the banks that a slower decline in the repurchase rate was war-
ranted. The private banks responded by adjusting their bids at the daily repurchase
auction to allow for a daily decline of one basis point in the repurchase rate. This
continued until 7 September 1999 when the Reserve Bank once again overprovid-
ed in the daily liquidity needs of the private banks, thus accelerating the decline in
the average repurchase rate to six basis points a day.

On 23 September 1999 the private banks bid the repurchase rate down by 15 basis
points in order to prepare for a decline in their prime overdraft rates. In subsequent
auctions, the daily change in the repurchase rate declined steadily until it settled at
one basis point from 30 September 1999.
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Bond market

Funding by public-sector borrowers exerted no undue pressure in the domestic pri-
mary bond market in the first half of the current fiscal year. The disciplined manage-
ment of public-sector revenue and spending and borrowing in foreign markets kept
the national government’s demand for loanable funds in the domestic bond market
within limits and left ample resources for other public-sector and private-sector bor-
rowers.

Total net issues of fixed-interest securities by the public sector amounted to R8,4 bil-
lion during the first half of the current fiscal year, compared with a net amount of R8,2
billion in the corresponding period of fiscal 1998/99. The quarterly value of these net
issues decreased from R5,3 billion in the second quarter of 1999 to R3,1 billion in the
third quarter. National government’s demand for loanable funds amounted to R3,6
billion in the third quarter of 1999 whereas other public-sector borrowers had net
redemptions of R0,5 billion. The nominal value of government bonds auctioned and
allotted declined from R20,7 billion in the first seven months of fiscal 1998/99 to
R11,7 billion in the corresponding period of the current fiscal year. 

National government and other domestic borrowers accessed the international pri-
mary bond markets in the first ten months of 1999 when borrowing conditions and
investor sentiment improved. The national government raised an amount of about
R8,2 billion through three foreign-currency denominated bond issues. The first two
issues, one denominated in euro and the other in US dollar, were concluded in April
and May 1999. The third, a 300 million five-year bond, was concluded in October
at an interest cost that was 250 basis points above the five-year bonds of the
Federal Republic of Germany. Part of the proceeds of these issues will be used for
the redemption of a US$750 million global bond in December 1999. Eskom raised
about R1,3 billion in October through a 200 million three-year bond issue. Transnet
issued rand-denominated bonds to the value of R1,0 billion in the eurobond market
in March 1999.

Relatively low and declining short-term money market interest rates reduced bor-
rowing by private-sector companies in the domestic primary market for fixed-inter-
est securities to a bare minimum. Private-sector borrowers raised capital of only R73
million through the issuance of listed fixed-interest securities from December 1998
to September 1999. On the Johannesburg Stock Exchange, listed companies made
no rights issues of preference shares and debentures during the first nine months of
1999. 

Developments in the area of public finance are likely to shape the future evolution of
the primary market for fixed-interest-bearing securities in South Africa. The steady
reduction of the deficit on the national government budget in recent years, sales of
business enterprises and other assets by the public sector, coupled with continued
growth in the liabilities of institutional investors will probably create an increase in the
demand for non-government debt securities. Such developments could cause a
reversal in the general trend in financing in South Africa and the emergence of a live-
lier market in corporate and other non-government debt securities. The potential
reduction in public-sector debt, relative to corporate and other private-sector debt,
will inevitably have implications for trading and price formation in the secondary cap-
ital market, and also for the market in derivative instruments based on non-govern-
ment debt instruments.
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Trading activity on the Bond Exchange of South Africa during the first ten months of
1999 was boosted by the volatility in bond prices and by the widening spread
between short-term and long-term bond yields. The R7,3 trillion turnover in the
domestic secondary bond market in the first ten months of 1999 was only 2 per cent
lower than the unprecedented high turnover in the corresponding period of 1998.
The quarterly value of bonds traded increased from R1,7 trillion in the fourth quarter
of 1998 to R2,5 trillion in the third quarter of 1999.

Foreign investor sentiment towards South Africa improved strongly during 1999 and
a net outflow of non-resident portfolio capital of R9,8 billion through the secondary
bond market in 1998 as a whole was turned into a net inflow of R9,5 billion in the
first ten months of 1999. Non-residents’ net purchases fell back slightly during the
third quarter of 1999 as millennium-related concerns about emerging-market
economies probably began to influence portfolio capital flows to these economies.
The quarterly value of net purchases of bonds by non-resident investors according-
ly declined from R4,1 billion in the second quarter of 1999 to R2,2 billion in the third
quarter. As a percentage of the total value of purchases and sales of bonds, the
gross transaction value of non-resident purchases and sales declined from 16,2 per
cent in 1998 to 12,7 per cent in the first ten months of 1999.

Share market

The low level of fixed capital formation by private-sector organisations was reflected in
a decline in the amount of capital raised in the primary share market by companies list-
ed on the Johannesburg Stock Exchange, from R55 billion in the first three quarters of
1998 to R32 billion in the first three quarters of 1999. Uncertainties about the sustain-
ability of the current but still rather hesitant recovery, caused the quarterly amount of
new capital mobilised to fall from R14,8 billion in the second quarter of 1999 to R9,2
billion in the third quarter. The demutualisation and listing of Old Mutual accounted for
about one-third of the total amount of capital raised in the third quarter of 1999.
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Turnover in the secondary share market was brisk in the first ten months of 1999 as
the recovery of share prices in the first two quarters of the year and later the height-
ened volatility in the price of gold shares fuelled trading activity. The value of shares
traded in the first ten months of 1999, at R369 billion, exceeded the R319 billion
traded in the whole of 1998. The quarterly value increased from R71 billion in the
fourth quarter of 1998 to consecutive all-time highs of R114 billion and R128 billion
in the second and third quarters of 1999 respectively. Market liquidity, measured by
turnover as a percentage of market capitalisation, accordingly rose from 28 per cent
in 1998, on an annualised basis, to an all-time high of 45 per cent in July 1999.

Foreign participation in the secondary share market broadly kept pace with total
turnover on the Johannesburg Stock Exchange. Non-residents’ share transactions
as a percentage of total purchases and sales on the share market remained at an
average level of 28 per cent in the first ten months of 1999 – roughly the same per-
centage as in 1998. On a net basis, non-residents increased their holdings of South
African listed shares by R35,7 billion in the first ten months of 1999, compared with
R42,3 billion in the whole of 1998.

The monthly average price level of all classes of shares increased, on balance, by
45 per cent from September 1998 to October 1999. This increase occurred mostly
in the months from October 1998 to April 1999 and then in October 1999;  from
May to September 1999 share prices tended to decline generally. The strong
increase in share prices over the past twelve months or so was mainly driven by
increases in the financial and resources sectors which countered the impact of the
fall in the prices of gold-mining shares from November 1998 to July 1999. From
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August to October 1999 the gold-mining sector supported further gains in the
resources sector, but the financial sector then weakened. Notwithstanding the
strong recovery in the past year, the average monthly all-share price index in October
1999 was still some 12 per cent lower than the all-time high in May 1998.

The improvement in the share market over the past year led to a decrease in the
monthly average dividend yield on all classes of shares from 3,5 per cent in September
1998 to 2,4 per cent in July 1999. When the general increase in share prices flattened
in the ensuing months, the monthly average dividend yield increased somewhat but
receded again to 2,4 per cent in October 1999. The movements in the monthly aver-
age earnings yield of all classes of shares, excluding the shares of gold-mining com-
panies, followed the same pattern as that of the average dividend yield:  it declined
from 10,2 per cent in September 1998 to 7,5 per cent in July 1999, and increased, on
balance, to 7,6 per cent in October. Mirroring the movements in the earnings yield, the
price-earnings ratio of all classes of shares, apart from gold shares, rose from 9,8 in
September 1998 to 13,4 in July 1999, and then fell back to 13,1 in October.

Market for derivatives

Activity in equity and commodity related contracts in the formal derivatives market
was very buoyant  in the first ten months of 1999. Non-resident participation in
futures and options on futures contracts, together with price volatility and turnover
in the underlying securities and commodities markets, supported such activity. Non-
resident participation in the South African Futures Exchange, measured as a per-
centage of open interest, increased on average from 30 per cent in 1998 to 47 per
cent in the first ten months of 1999.
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The combined number of futures contracts and options on futures contracts traded on the
South African Futures Exchange rose by 15 per cent in the first ten months of 1999 com-
pared with the corresponding period of 1998. The number of contracts traded increased
from a quarterly average of 4 million in 1998 to an all-time high of 5,7 million contracts in the
second quarter of 1999, before receding to a still fairly high 4,4 million in the third quarter.

In September 1999, the number of trades conducted in warrants on the Johannesburg
Stock Exchange from the beginning of the year surpassed the number of trades record-
ed in 1998 as a whole. The number of trades increased to an all-time high of 523 mil-
lion in October and, for the first ten months of 1999, 1,8 billion warrants were traded:
70 per cent more than in the corresponding period of 1998. Significantly, the first war-
rant on a bond was launched in October 1999, two years after the introduction of war-
rants on equities.

Trade in maize commodity futures contracts was the main thrust behind a strong rise
in the number of commodity futures contracts and options on such contracts traded
in 1999. The number of commodity futures contracts and options on such contracts
traded, more than doubled from 80 600 contracts in 1998 as a whole to 198 500
contracts in the first ten months of 1999. These contracts increased from a quarter-
ly average of 20 000 in 1998 to a quarterly all-time high of 80 600 in the third quar-
ter of 1999. These volumes  indicate a better understanding of the benefits of deriv-
atives in the deregulated agricultural marketing environment in South Africa.

Real-estate market

Activity in the real-estate market rebounded from deeply depressed levels in the
first quarter of 1999. The reduction in mortgage bond rates from October 1998 led
to the improved affordability of owner-occupied dwellings and, as market confi-
dence increased, to rising turnovers in the real-estate market. The value of real-

48 QUARTERLY BULLETIN December 1999

SA RESERVE BANK

Real-estate market

Percentage change over four quarters

-10

-5

0

5

10

15

20

1994 1995 1996 1997 1998 1999

Average nominal value per real-estate transaction
Seasonally adjusted



estate transactions increased from a low R5,7 billion in the first quarter of 1999 –
its lowest level since 1995 – to R7,1 billion in the second quarter of 1999 and R7,6
billion in the third quarter. With the number of real-estate transactions increasing
more modestly, the average nominal value per real-estate transaction increased by
11 per cent in the first nine months of 1999 relative to its level in the first nine
months of 1998;  i.e. an increase significantly exceeding the current rate of core
and overall consumer price inflation.

Contractual savings market

Tight economic conditions in 1998 and most of 1999 caused a deterioration in the
cash flows of many households. This was reflected in an increase in policy surren-
ders (i.e. where policyholders prematurely terminate their contributions to pension
annuities and other life policies or buy back the present value of accumulated con-
tributions) from R36,5 billion in 1997 to R41 billion in 1998. These surrenders
increased, on balance, from a quarterly average value of R9,7 billion in the first three
quarters of 1998 to a quarterly all-time high of R15,8 billion in the second quarter
of 1999.

The domestic current income surplus of long-term insurers, official and private self-
administered pension and provident funds (i.e. current receipts less current expen-
diture) decreased from a recent high of R59,5 billion for the calendar year 1996 to
an annual average of R49,6 billion in 1997 and 1998. Then the domestic current
income surplus decreased further from a quarterly average of R13,6 billion in the first
three quarters of 1998 to R8,9 billion on average in the last quarter of 1998 and the
first quarter of 1999. It then amounted to R7,1 billion in the second quarter of 1999.
Downward asset revaluation, which had a significant negative impact on balance
sheet values during 1998, is not included in the current income surplus of contrac-
tual savings institutions.
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Public finance

Public-sector borrowing requirement

The public-sector borrowing requirement (i.e. the deficit before borrowing and debt
repayment of the consolidated central government, provincial governments, local
authorities and non-financial public enterprises and corporations) amounted to R6,1
billion in the July – September quarter of fiscal 1999/2000: R1,6 billion less than in
the corresponding quarter of fiscal 1998/99. This brought the public-sector borrow-
ing requirement for the first half of fiscal 1999/2000 to R16,2 billion which is R1,0
billion less than that recorded in the same period of the previous fiscal year. As a
ratio of gross domestic product, the public-sector borrowing requirement declined
noticeably from 4,6 per cent in the first half of fiscal 1998/99 to 4,0 per cent in the
first half of fiscal 1999/2000. This ratio was substantially lower than the average ratio
of 5,6 per cent observed in the first half of the preceding five fiscal years.

The improvement in the public-sector borrowing requirement was the result of a
reduction in the borrowing needs of non-financial public enterprises and corpora-
tions. Revised financial results indicated a somewhat smaller borrowing requirement
for public-sector businesses than had previously been estimated. On the basis of
the new data, the borrowing requirement of these businesses declined from R1,5
billion in the first half of fiscal 1998/99 to R0,5 billion in the first half of fiscal
1999/2000.
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The borrowing requirement of general government amounted to R5,9 billion in the
July – September quarter of fiscal 1999/2000, bringing the borrowing requirement
for the first six months of the fiscal year to R15,7 billion. This equals the borrowing
requirement recorded in the corresponding period of the previous fiscal year. The
consolidated surpluses of the provincial governments deteriorated from R2,7 billion
in the first six months of fiscal 1998/99 to R0,1 billion in the same period of fiscal
1999/2000. This decrease in the aggregate surplus was mainly the result of little
growth in the amount of grants transferred to provinces and a year-on-year rate of
growth of 5,3 per cent in expenditure. The slightly weaker financial position of provin-
cial governments led to a decrease in their deposits with private banks, from R3,6
billion at the end of June 1999 to R3,4 billion at the end of September, and a slight
increase in their combined bank indebtedness from R1,4 billion to R1,6 billion over
the same period. The financial position of local governments improved slightly dur-
ing the first six months of fiscal 1999/2000.

The improvement in the finances of the consolidated central government stemmed
mainly from the improvement in the finances of national government. The financial
position of social security funds was revised according to more accurate accounting
information and the funds also contributed to the improvement in the finances of the
consolidated central government.

National government finance

National government expenditure in the July – September quarter of fiscal 1999/2000
amounted to R56,9 billion which brought this expenditure in the first six months of fis-
cal 1999/2000 to R110,0 billion. This took the year-on-year rate of increase in gov-
ernment expenditure to 6,8 per cent in the first six months of fiscal 1999/2000, which
was somewhat higher than the budgetary provision of 5,9 per cent for the fiscal year
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as a whole. The rate of increase in national government expenditure was lower than
the increase of 8,0 per cent in the corresponding period of the previous fiscal year
and also lower than the average year-on-year rate of increase of 11,5 per cent in the
first six months of the preceding five fiscal years. Interest on government debt in the
first six months of fiscal 1999/2000 amounted to R21,7 billion, representing a year-
on-year rate of increase of only 4,0 per cent.

National government expenditure as a ratio of gross domestic product amounted to
27,4 per cent in the first six months of fiscal 1999/2000, which was slightly lower
than the 27,7 per cent that had been recorded in the corresponding period of the
preceding fiscal year. After allowing for cash-flow adjustments associated with,
among other things, requisitions from the Exchequer account but not yet spent,
government expenditure increased by 5,6 per cent in the first six months of fiscal
1999/2000 relative to the corresponding period of the previous fiscal year.

If national government expenditure in October 1999 is also taken into consideration,
the year-on-year rate of increase in the first seven months of fiscal 1999/2000 came
to 5,2 per cent. The cash-flow adjusted expenditure in the first seven months of fis-
cal 1999/2000 amounted to R123,7 billion, compared with the R118,9 billion
recorded in the same period of the previous fiscal year.

National government revenue (excluding extraordinary revenue) amounted to R49,0
billion in the July – September quarter of fiscal 1999/2000. Such revenue increased
at a year-on-year rate of 8,3 per cent in the first six months of fiscal 1999/2000 to
amount to R88,9 billion. The Budget for fiscal 1999/2000 envisaged an increase of
4,8 per cent on the actual collections of the previous fiscal year.

The higher-than-budgeted rate of increase in government revenue could mainly be
attributed to sharp increases in inland revenue receipts which increased at a year-
on-year rate of 10,1 per cent in the first six months of fiscal 1999/2000 compared
with the 5,2 per cent envisaged in the Budget. Receipts from customs and excise
duties decreased at a year-on-year rate of 3,3 per cent in the first six months of fis-
cal 1999/2000 against a budgeted rate of increase of 1,8 per cent for the year as a
whole. This decrease can mainly be ascribed to a decline in the revenue collection
of customs duties in the first six months of fiscal 1999/2000 relative to the first six
months of fiscal 1998/99.
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Percentage increase in national government revenue in fiscal 1999/2000*

Revenue source Budgeted
Actual

Apr - Sep

Inland revenue.................................................................... 5,2 10,1
Income tax..................................................................... 3,4 11,4
Value-added tax ........................................................... 7,7 8,9
Other inland revenue...................................................... 5,6 11,8

Customs and excise duties................................................ 1,8 -3,3
Customs duty ................................................................ 10,4 -3,2
Fuel levy......................................................................... 5,9 5,7
Other excise duty........................................................... 9,1 11,2

Total revenue ...................................................................... 4,8 8,3

* Based on actual outcome of previous fiscal year



As a ratio of gross domestic product, national government revenue amounted to
22,2 per cent in the first six months of fiscal 1999/2000 which equalled the ratio
recorded in the corresponding period of the previous fiscal year.

After allowance had been made for cash-flow adjustments resulting from funds surren-
dered by government departments to the Exchequer and other receipts, national gov-
ernment revenue amounted to R90,4 billion in the first six months of fiscal 1999/2000.
This represents a rate of increase of 9,1 per cent in the first six months of fiscal
1999/2000 compared with the corresponding period of the previous fiscal year.

National government revenue in October 1999 amounted to R17,7 billion and
brought the revenue for the first seven months of fiscal 1999/2000 to R106,6 billion
or 6,7 per cent more than in the same period of fiscal 1998/99. This rate of increase
in national government revenue was once again the result of sustained strong
growth in inland revenue collections. Inland revenue increased at a year-on-year rate
of 6,0 per cent to amount to R93,0 billion in the first seven months of fiscal
1999/2000. The receipts from customs and excise duties increased at a rate of 12,0
per cent in the first seven months of fiscal 1999/2000 compared with the rate of 1,8
per cent envisaged in the Budget. National government revenue, adjusted for cash
flows associated with surrenders by government departments and other receipts,
amounted to R108,5 billion or 7,8 per cent more than in the first seven months of
fiscal 1998/99.

The net result of the higher-than-budgeted revenue and expenditure was a national
government deficit before borrowing and debt repayment which amounted to R21,1
billion in the first six months of fiscal 1999/2000. As a ratio of gross domestic prod-
uct, the deficit before borrowing and debt repayment amounted to 5,3 per cent in
the first six months of fiscal 1999/2000. This can be compared with the 5,6 per cent
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recorded in the corresponding period of the previous fiscal year. A comparison of the
evolution of the national government deficit during the current fiscal year with the
pattern of the previous year indicates that the budgeted deficit for the full year will
probably be realised.

The deficit of R21,1 billion in the first six months of fiscal 1999/2000 came to 83,9
per cent of the deficit budgeted for the year as a whole. This was lower than the
88,3 per cent recorded in the corresponding period of the previous fiscal year. The
deficit before borrowing and debt repayment, adjusted for cash flows, amounted to
R18,4 billion in the first six months of fiscal 1999/2000.

The net result of the national government’s revenue and expenditure in October 1999
was a surplus of R2,8 billion which brought the national government deficit before
borrowing and debt repayment down to R18,3 billion in the first seven months of fis-
cal 1999/2000. The deficit before borrowing and debt repayment, adjusted for cash
flows, amounted to R15,2 billion in the first seven months of fiscal 1999/2000. The
greater part of the cash-flow deficit in the first seven months of fiscal 1999/2000 was
financed by means of new issues of government bonds, both in the domestic and
foreign markets. The deficit was financed as indicated in the accompanying table.

Long-term funding was obtained at an average rate of 14,4 per cent per annum and
short-term instruments were sold at an average rate of 12,8 per cent per annum in
the first seven months of fiscal 1999/2000. These rates can be compared with a
budget assumption of 14,0 per cent. Government also managed to secure a new
five-year eurobond issue to the value of 300 million at a rate that was 250 basis
points higher than the rate on five-year bonds of the Federal Republic of Germany.
The proceeds from this issue are set to facilitate the redemption of the global dollar
bond, which matures on 15 December 1999.
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Financing of the national government deficit in the first seven months of fiscal
1999/2000

Financial instruments R millions

Government bonds (including discount)...................................................................... 11 388
Less: Discount on government bonds....................................................................... 2 509
Net receipts from government bonds issued ........................................................... 8 879
Treasury bills............................................................................................................... 822
Extraordinary receipts

Sasria ................................................................................................................... 3 073
Demutualisation levy ............................................................................................. 577
Airports Company................................................................................................. 44

Extraordinary payment
Closed pension fund............................................................................................. -152

Foreign loans.............................................................................................................. 8 301
Redemption of Namibian debt.................................................................................... -272
Redemption of Section 239 debt* .............................................................................. -160
Non-marketable securities .......................................................................................... -2
Increase in available cash balances

Exchequer and Paymaster-General account ......................................................... -3 970
Foreign investment balance .................................................................................. -1 956

Total net financing ..................................................................................................... -15 184

* Debt of the former Transkei, Bophuthatswana, Venda and Ciskei and self-governing territories



The borrowing requirement of national government plus the discount on new gov-
ernment stock issues and the revaluation of foreign debt to take account of
exchange rate changes, led to an increase in total debt of national government from
R377,7 billion at the end of March 1999 to R398,2 billion at the end of September
1999. As a ratio of gross domestic product, government debt increased from 50,0
per cent at the end of March 1999 to 50,8 per cent at the end of September 1999.
The debt of national government decreased slightly to R398,0 billion at the end of
October 1999.

Adjustments Budget for fiscal 1999/2000

In the Adjustments Budget, tabled in Parliament on 29 October 1999, the Minister
of Finance sought approval for additional expenditure of R1,8 billion for the fiscal
year 1999/2000. This raised the budgeted expenditure to R218,6 billion for the fis-
cal year as a whole. The adjustment to expenditure had been necessitated by
adjustments to allocations to provincial and local governments as well as unforeseen
and unavoidable expenditure by national government departments.

Additional transfers of R1,4 billion to provincial governments according to the equi-
table share formula will be used primarily for reducing outstanding debts and back-
logs in staff promotions. To provide for their millennium-related needs, R0,2 billion
will be transferred to local authorities. Requests from government departments for
additional funds included a provision for the introduction of the National Prosecution
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Authority, unforeseen activities of the South African National Defence Force in sup-
port of the police service, transfers to the Rail Commuter Corporation and addition-
al salary increases over and above the budgeted increases. Interest on government
debt is now expected to be R1,6 billion less than envisaged at the time of the
Budget in February 1999.

Provision was also made in the Adjustments Budget for an upward revision of the
initially estimated revenue. Ordinary revenue is now estimated at R193,4 billion,
excluding demutualisation receipts of R0,6 billion. The adjustments to the expendi-
ture and revenue estimates resulted in a deficit before borrowing and debt repay-
ment of R25,2 billion on the budget of national government. This is equivalent to 3,1
per cent of the estimated gross domestic product. However, if the demutualisation
levy of R0,6 billion is included in the revenue, and the cost of the revaluation of
maturing foreign loans of R2,0 billion is excluded from the expenditure of national
government, the deficit is estimated at R22,6 billion which is equivalent to only 2,8
per cent of the estimated gross domestic product.

The Medium Term Budget Policy Statement

The Minister of Finance presented the 1999 Medium Term Budget Policy Statement
to Parliament on 29 October 1999. The Minister stated that this third Medium Term
Budget Policy Statement reviews the difficult adjustments that were made but also
reflects on the improved prospects for the economy for the next three years. The
statement was prepared against the background of a reduced budget deficit as a
ratio of gross domestic product over the past three years, which has led to lower
borrowing requirements and reduced interest payments on government debt.

Some structural difficulties in the South African economy remained important factors
which were taken into consideration. Government is continuously working towards
addressing these structural problems through specific measures. These measures
include the introduction of inflation targeting as a framework for monetary policy,
steps to promote public-sector and private-sector investment, the restructuring of
the public sector, enhancing the propensity to save, a review of elements in the
labour market that may have an impact on employment creation, and trade agree-
ments that might be beneficial to exports over the longer term.

The Minister also announced that the new Medium Term Expenditure Framework
focuses on the wider public sector to ensure sound public finances, to protect the
corporate assets owned by government and to ensure that public-sector activities
provide optimal support for reconstruction and development. New budget targets
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Adjustments Budget estimates for 1999/2000

R billions

Original budgeted expenditure.................................................................................... 216,8
Plus: Additional expenditure................................................................................. 3,4

Total ........................................................................................................................... 220,2
Less: Savings ...................................................................................................... 1,6

Total adjusted expenditure.......................................................................................... 218,6
Total revenue .............................................................................................................. 193,4
Adjusted deficit ......................................................................................................... 25,2
Adjusted deficit as percentage of gross domestic product ......................................... 3,1



were announced, including targets for borrowing by public-sector bodies outside
the Budget of national government. These targets should contribute to lowering the
public sector’s claims on available savings and increase the prospects for growth.

The 1999 Medium Term Budget Policy Statement reiterated the increased  empha-
sis on the quality and efficiency of public-service delivery. Government remains com-
mitted to reforms in the budgetary process and improved information about service
delivery that will enable more accountable decision making. Formal service delivery
objectives, indicators and targets will be introduced in selected pilot departments in
national and provincial government. These reforms will be supplemented by new,
effective financial management, stemming from the passage of the Public Finance
Management Act. Managers will now be given greater freedom to manage, within a
strong framework of accountability.

Government accepts that improved long-run growth, employment creation and an
equitable distribution of income are the underlying goals of fiscal policy. Increased
investment and sustainable growth are supported by government through the fol-
lowing fiscal policy objectives:
- Moderating the level of government consumption expenditure, inclusive of

public service personnel expenditure, as a ratio of gross domestic product;
- enhancing capital formation by general government and public corporations;
- reducing the level of government dissaving, in part through steady reductions

in the budget deficit;
- establishing the level of debt and reducing debt service costs;
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- lowering the burden of tax on the economy by broadening the tax base and
reducing the distorting effects of tax;  and

- reprioritising government expenditure to support growth, employment,
income redistribution and extending economic opportunities.

These policy objectives led to the adoption of specific aims for the wider general
government and public-sector accounts for the ensuing three years covered in the
1999 Medium Term Expenditure Framework. These aims are
- to lower government consumption expenditure as a ratio of gross domestic

product to 19 per cent by fiscal 2002/03;
- to maintain real growth in general government capital formation of 5 per cent

a year;
- to reduce general government dissaving by 1 per cent of gross domestic

product a year;
- to reduce interest on public debt to 5,5 per cent of gross domestic product

by fiscal 2002/03;  and
- to lower general government tax revenue to 25 per cent of gross domestic

product by fiscal 2002/03.

As indicated in the accompanying table, government envisages a steady decline in
the borrowing requirement at all levels of the public sector over the next three fiscal
years. The national government deficit is projected to reach 2,4 per cent of gross
domestic product in fiscal 2002/03 and general government’s borrowing require-
ment is projected to reach a level of 2,6 per cent of gross domestic product at that
time. Similarly, the public-sector borrowing requirement is projected to decline to
reach 3 per cent of gross domestic product in fiscal 2002/03.
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Fiscal projections

1999/2000 Medium-term estimates
revised

estimates
2000/01 2001/02 2002/03

R billions

National government 
Revenue .................................... 194,0 210,7 227,3 243,0
Expenditure................................ 216,6 234,2 251,6 267,9
Deficit before borrowing............. 22,6 23,4 24,4 24,9

General government deficit............ 24,4 25,6 25,8 26,9
Public-sector deficit ....................... 28,1 29,1 29,7 31,0

Ratio of gross domestic product (per cent)

National government
Revenue .................................... 24,0 23,9 23,7 23,5
Expenditure................................ 26,8 26,6 26,3 25,9
Deficit before borrowing............. 2,8 2,7 2,5 2,4

General government deficit............ 3,0 2,9 2,7 2,6
Public-sector deficit ....................... 3,5 3,3 3,1 3,0
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Opening statement at the Monetary Policy Committee 
13 October 1999

Issued by Mr T T Mboweni, Governor of the South African Reserve Bank, at the inaugural
meeting of the Monetary Policy Committee (MPC) in Pretoria

I would like to welcome the Deputy Governors and senior members of the staff of the
South African Reserve Bank, who are gathered here today at this first meeting of the
Monetary Policy Committee. The significance of this first meeting is who will be with us
for this first session, now that we have created a formal decision-making process for
monetary policy in South Africa, as was announced in my address to the shareholders
of the Bank on 24 August 1999.

I would also like to welcome representatives of the news media. We have decided to
open the start of this meeting to the media, so that the members of the committee can
be introduced to the public, and further that the public can gain a better understand-
ing of the monetary policy decision making process. Monetary policy decisions affect
the lives of each and every citizen of South Africa, and we are certain that it is correct
that people should have a good insight into how we arrive at these decisions. 

Let me start off by introducing the members of the committee, other than myself.
Some of them will be familiar to you; others may be complete strangers. The members
of the committee are: Senior Deputy Governor James Cross, who is on official duty in
Europe, Deputy Governor Timothy Thahane, Deputy Governor Gill Marcus, Chief
Economist and Head of Research Dr Ernie van der Merwe, Head of Bank Supervision
Mr Christo Wiese, Head of International Banking Mr Bertus van Zyl, Head of Money
and Capital Markets Dr Roelf du Plooy, Dr X P Guma (international economic research),
Dr Daleen Smal (econometric modelling), Dr Monde Mnyande (national economy), Dr
Johan van den Heever (financial analysis and public finance), Mr Bernie de Jager (eco-
nomic reviews and statistics), Head of Organisation Development and Transformation
Thelma Ngcobo, Brian Kahn (monetary policy research), and we also have in atten-
dance, the Secretary of the Bank, Mr Jannie Rossouw. 

I would have loved to tell you more about each and every one of them, but unfortu-
nately we do not have the time. The curricula vitae of the unfamiliar committee mem-
bers will be made available to you at the end of this session.

There has understandably been some attention in the markets and in the financial media
on this first meeting. People expect us to provide them with some idea of what factors
are taken into account when monetary policy decision makers decide on monetary pol-
icy. At the end of today, after our deliberations, we will release a statement which will put
across the monetary policy stance which has been decided upon by this MPC.

The last time we communicated formally with the markets about the monetary policy
stance was on 7 September 1999. At the time, the Reserve Bank decided to give a sig-
nal to the market for a quicker reduction in the repo rate for the following reasons: the
inflation outlook for next year was favourable; the growth in the money supply and cred-
it extension had moved within the guideline range of 6 – 10 per cent, the overall balance
of payments situation had been healthy and the net gold and other foreign reserves had
risen strongly, and the rate of growth in nominal unit labour costs had slowed down.

The market responded to the signal as expected, and banks announced a 100 basis
point reduction in their prime overdraft rates to 15,5 per cent on 23 September 1999. 

Since sending the signal, the Reserve Bank has endorsed the trend in the repo rate
by meeting the full daily liquidity requirement in the money market. In other words, the
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Bank has maintained a neutral monetary policy stance. In our deliberations today, we
have to decide whether it is appropriate to continue with a neutral stance, or whether
circumstances have changed sufficiently to require a change in the stance.

Since the banks announced a cut in their prime overdraft rates last month, the repo
rate has dropped by 43 basis points to 12,32 per cent yesterday, bringing the gap
between the prime overdraft rate and the repo rate to 318 basis points. The trend
in the repo rate forms one of the factors for our discussions today, as do other devel-
opments in the financial markets, the real economy and on the international front.

Since 7 September, when we last communicated formally with the market, bond yields
have remained high, although the yield on the R150 bond has declined from 14,68 per
cent to 14,34 per cent yesterday afternoon. Over the same period, the rand exchange
rate weakened slightly from R6,0460 to the US dollar to R6,07 yesterday afternoon.

The gold price has risen sharply, from a London afternoon fix of US$255,60 per fine
ounce on 7 September to a morning fix of US$323,50 yesterday. The rise reflects the
agreement by 15 European central banks that gold will remain an important element of
global monetary reserves. These central banks, which included the Bank of England,
have decided to cap annual gold sales at 400 tons per year over the next five years.

Share prices on the Johannesburg Stock Exchange have firmed, with the all-share
index rising from 6 898 to yesterday’s close of 7 390. 

On the international front, interest rates in the major industrialised economies are
trending higher. The Bank of England tightened policy last month, following in the foot-
steps of the US Federal Reserve. The European Central Bank may also be moving
towards tightening policy to pre-empt a pick-up in inflation. In addition, concerns
about Y2K computer problems in the run-up to the new millennium could affect liq-
uidity in the financial markets.

In the real economy in South Africa, signs of a recovery have emerged, and eco-
nomic growth has picked up to 1,7 per cent in the second quarter of this year. The
economic recovery has been accompanied by a slowdown in headline consumer
inflation, which has fallen from an annual rate of 9,4 per cent in November last year
to 3,2 per cent in August this year. Core inflation, which excludes mortgage bond
rates, increased from 6,9 per cent in March 1998 to 8,2 per cent in July this year
before falling back to 7,9 per cent in August 1999.

Money supply and private-sector credit growth are below the Reserve Bank’s guide-
line for growth of 10 per cent. Money supply growth has fallen significantly, to 5,3
per cent in August from almost 19 per cent in the same month last year. Private-sec-
tor credit growth has fallen to 9,8 per cent in August, compared with 17,5 per cent
in August 1998. Although private-sector credit growth rose in August from the level
of 9,5 per cent in July, consumer credit demand remained weak.

It is against this backdrop that we will today consider detailed developments in the real
economy and in the financial markets, with a view to looking ahead to the future path
of inflation.

That concludes my opening statement and the part of the meeting which is open to
the media. 

I thank you for you attendance.
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Statement of the Monetary Policy Committee
13 October 1999

Released by the South African Reserve Bank after the deliberations at the first meeting of the
Bank’s Monetary Policy Committee (MPC) in Pretoria

In the Governor’s address to shareholders at the annual general meeting of the
South African Reserve Bank held on Tuesday, 24 August 1999, it was announced
that a Monetary Policy Committee (MPC) would be established for the formulation of
monetary policy. It was explained that the creation of this Committee formed part of
ensuring a well-organised decision-making process in the Bank as an important fac-
tor in the conduct of monetary policy. The Monetary Policy Implementation
Committee is tasked with the implementation of the decisions of the MPC, but may
also bring issues to the attention of either the Governor or the MPC.

The Governor also explained in his address that the MPC will consist of the Governor
and deputy governors as voting members and senior officials of the Bank as non-
voting members, although the final decision-making power on monetary policy mat-
ters will nevertheless still vest in the Governor and deputy governors, in accordance
with the current legal framework. In addition, it is envisaged that specialists from out-
side the Bank might in due course be co-opted to serve on the MPC, although an
amendment to the South African Reserve Bank Act will be necessary beforehand.

The Bank’s new Monetary Policy Committee met for the first time for the whole of
today. Its current composition is:

Voting members

Mr T T Mboweni (Governor and Chairperson)
Mr J H Cross (Senior Deputy Governor)
Mr T T Thahane (Deputy Governor)
Ms G Marcus (Deputy Governor)

Non-voting members

Dr E J van der Merwe (Chief Economist and Head of Research)
Mr C F Wiese (Banking Supervision)
Mr L  van Zyl (International Banking)
Mr B L de Jager (Economic Reviews and Statistics)
Dr R M du Plooy (Money and Capital Markets)
Dr X P Guma (International Economic Research)
Dr M M Smal (Econometric Modelling)
Dr M Mnyande (National Economy)
Dr J P van den Heever (Financial Analysis and Public Finance)
Ms T T  Ngcobo (Organisation Development and Transformation)
Mr B Kahn (Monetary Policy Research)

The secretary of the committee is Mr J J Rossouw, who is also the Secretary of the
Reserve Bank.
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In reviewing the state of the economy today, specific note was taken by the MPC of
the following developments:

International economic developments

Global economic and financial conditions have improved markedly during 1999.
Financial and economic conditions in the African and other emerging-market
economies have generally become much more stable and the outlook for econom-
ic growth seems to be favourable. The sharp changes that were discernible in the
money and capital market interest rates of emerging-market economies in 1998,
stabilised considerably during the course of 1999. At present the level of real interest
rates in South Africa is more or less in the middle of the range of interest rates in
other emerging-market economies.

With the exception of Japan, the economic growth prospects of the more advanced
economies have improved significantly. The economic performance of the United
States, with strong growth, falling unemployment and low inflation, has been
remarkable, even though indications are that there will be a slight slowdown in the
period ahead. The economic growth in the European Union, which had lost some
momentum in the second half of 1998, showed signs of recovery in the first half of
1999. Although the International Monetary Fund is projecting negative growth for
Japan in 1999, the rate of increase in real gross domestic product is expected to
become positive in the year 2000. The inflation rate in the advanced economies has
edged up slightly during 1999, and interest rates in the United States and Europe
are tending to rise. There is evidence of a tightening monetary policy. 

Real economic conditions in South Africa

Quarterly growth of real gross domestic product in South Africa at an annualised
rate accelerated from 0,6 per cent in the first quarter of 1999 to 1,7 per cent in the
second quarter. Aggregate real domestic expenditure increased at a seasonally
adjusted and annualised rate of 6 per cent in the second quarter of 1999. This
increase could mainly be ascribed to an accumulation of inventories, which more
than outweighed a further contraction in gross fixed capital formation and the con-
sumption expenditure of general government. The final consumption expenditure by
households showed almost no change. The existing excess production capacity
should not present any upward demand pressures on inflation.

The year-on-year rise in the cost of labour per unit of output moderated to 6,4 per
cent in the first quarter of 1999 and even further to 4,8 per cent in the second quar-
ter because of a deceleration in nominal wage growth. Consumer price inflation con-
tinued to slow down. However, mainly due to the exclusion of changes in mortgage
bond rates, the core inflation rate gradually crept higher from a year-on-year level of
6,9 per cent in March 1998 to 8,2 per cent in July 1999, but then declined to 7,9
per cent in August. The change in the production price index, measured over peri-
ods of twelve months, continued to rise during 1999 largely due to an increase in
the prices of imported goods. It is generally expected in South Africa that core con-
sumer price inflation may, on balance, decline further from current levels.

Domestic monetary developments

The growth in money supply has expanded relatively slowly during the first seven
months of 1999. The year-on-year growth in the M3 money supply remained in the
lower half of the 6 to 10 per cent guideline range of the Bank, before declining to 5,3
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per cent in August. The growth in M3 was partly held back by a rise in the income
velocity of circulation of this broad money supply.

The growth over twelve months in total domestic credit extended by the monetary
sector slowed down from a recent peak of 21,7 per cent in August 1998 to 10,5 per
cent in August 1999. This decline could be attributed to factors such as the weak
spending of households on durable consumer goods, a decline in the private sec-
tor’s fixed capital formation, a weak demand for working capital by the corporate
sector and a shift in trade finance from domestic to offshore sources of credit.

Domestic money and capital markets

After liquidity in the money market had tightened considerably during the first eight
months of 1999, conditions have eased somewhat in September. Declining overall
consumer price inflation and more stable conditions in financial markets were con-
ducive to declining money market interest rates.

Activity on the bond and share market remained buoyant and the value of real estate
transactions has improved during 1999 from the very low levels at the end of the
previous year. Bond yields generally showed a steadily rising trend from the begin-
ning of the second quarter of 1999 in response to changes in international interest
rates, and perceived domestic inflationary tendencies. Share prices behaved more
positively and increased until June 1999 before declining somewhat in line with
developments in international share markets. With the sharp increase in the gold
price during September, share prices again recovered markedly from about the mid-
dle of the month.

Balance of payments and the foreign exchange market

The current account of the balance of payments (seasonally adjusted and annu-
alised) changed from a surplus of R4,9 billion in the first quarter of 1999 to a deficit
of R3,4 billion in the second quarter. From preliminary trade figures for July and
August, it seems as if a further and perhaps somewhat larger deficit will be record-
ed in the third quarter of 1999. However, no difficulties are anticipated in the financ-
ing of the deficit on the current account, but the type of financial flows into the econ-
omy is easily reversible.

As a result of the relatively favourable overall balance of payments position of the
country, the total gross gold and other foreign reserves increased from R42,2 billion
at the end of December 1998 to R51,7 billion at the end of August 1999. In
September 1999 the gross foreign reserves of the Reserve Bank rose by R1,9 bil-
lion to R39,2 billion at the end of the month and the net open position in foreign
exchange of the Reserve Bank also improved further.

The outlook for international commodity prices has generally improved in response
to a recovery in demand from Asia. The prices of South Africa’s main commodity
exports appeared to have reached a lower turning point in the first half of 1999. An
announcement by European central banks that they would limit gold sales and the
lending of gold reserves impacted positively on the gold price.

The nominal effective exchange rate of the rand decreased by 0,4 per cent from the
end of December 1998 to 12 October 1999. The rand traded in a relatively stable
range against the US dollar in the first nine months of 1999. From December 1998
to August 1999 the real effective exchange rate of the rand has risen by 3,4 per cent.
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Stability in the financial sector

In contrast to many other emerging-market economies, the South African banking
sector proved to be remarkably resilient in the global financial turmoil and its impact
on domestic economic conditions. Although the non-performing loans of banks
have increased during 1999, they also increased their provisions for bad and doubt-
ful debts. The banks in South Africa are well capitalised and other sound banking
supervision principles are being applied.

Considerable resources have also been applied to all phases of the Y2K compliance
projects. After visits to and consultations with banks, they generally seemed well
prepared for any problems that could arise. However, cognisance was taken of the
possible effect of Y2K developments on financial conditions.

Monetary policy developments

Evidence that the emerging-market crisis was abating and other improvements in
domestic economic conditions allowed a persistent decline in the repurchase rate of
the Reserve Bank from 21,85 per cent early in October 1998 to 12,31 per cent on
13 October 1999, or by 9,54 percentage points. Over the same period, the prime
overdraft rate of the banks was reduced from 25,5 per cent to 15,5 per cent or by
10 percentage points. Monetary policy has therefore been relaxed considerably dur-
ing the course of 1999.

From 23 September 1999 (the date on which the banks announced a 1 percentage
point cut in their prime lending rates) the repurchase rate has declined further by 44
basis points. The repurchase rate at first dropped sharply immediately after the
prime rate was reduced, but from the end of September this decline has become
more subdued.

After careful consideration of all these developments, the MPC of the Reserve Bank
decided to maintain the current monetary policy stance. However, the committee
noted potentially unfavourable domestic and international factors which may neces-
sitate a reconsideration of the monetary policy stance. 

The MPC will meet approximately every six weeks, and the next meeting will be held
on Wednesday, 24 November 1999. A statement will be issued after each meeting
of the Committee.
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Statement of the Monetary Policy Committee
24 November 1999

Issued by Mr T T Mboweni, Governor of the South African Reserve Bank, at the second
meeting of the Monetary Policy Committee (MPC) in Pretoria

The Monetary Policy Committee today made a detailed assessment of international
economic conditions, domestic economic developments and the monetary policy
stance. The main conclusions of the Committee are summarised in this statement.

International economic developments

The world economic conditions are generally expected to be favourable at the
advent of the new millennium. In contrast to much of the 1990s, favourable eco-
nomic conditions are projected for the advanced economies in 2000. Although eco-
nomic growth is expected to decline slightly in the United States, its level will still be
high. In the European Union and Japan the growth rate in real gross domestic prod-
uct should accelerate. A sharp increase is projected in the economic growth rates
of most emerging-market economies in Africa, Asia and Latin America.

The higher world economic growth is expected to take place under relatively stable
economic conditions. Inflation rates should remain low in advanced economies and
decline in most emerging-market economies. Current forecasts generally show  sus-
tainable balance of payments positions, while unemployment is expected to decline
in the advanced economies. The creation of employment opportunities, however, still
remains a challenge in many of the emerging-market economies.

The monetary policy stance has been tightened in the United States, Canada and
the European Union in recent weeks based on signs of higher growth in money sup-
ply, bank credit extension and other aggregates indicating a build-up of inflationary
pressures. The rise in short-term interest rates has on the whole been accompanied
by a moderate decrease in long-term yields and interest rates.

Domestic real economic developments

Clear signs of an upturn in economic activity are apparent in South Africa. Four con-
secutive quarters of positive growth have been recorded. Moreover, the seasonally
adjusted and annualised change in real gross domestic product accelerated consis-
tently from 1⁄2 per cent in the fourth quarter of 1998 to 2 per cent in the second quar-
ter of 1999 and slightly more than 3 per cent in the third quarter. This increase in
domestic production was mainly propelled by a rise in real private consumption
expenditure, the accumulation of inventories and an increase in agricultural produc-
tion. To a large extent,  the outcome was a result of a reduction in interest rates, the
demutualisation of life assurance companies, good agricultural conditions and the
fact that inventories had previously been run down. A sustainable economic recovery
will be dependent largely on the export performance of the country. Fortunately, world
economic conditions appear to be more favourable for a rise in South Africa’s exports.

Despite the recovery in economic activity, the total number of people employed in
the non-agricultural sectors of the economy declined by 50 000 in the first half of
1999. This decrease occurred mainly in the employment of public authorities in
terms of the objective to create a smaller but more efficient government service.
Although strikes and work stoppages increased during the course of 1999, labour
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productivity rose. This development, together with a slowdown in the rate of
increase in the nominal salaries and wages per worker, was responsible for a
decrease in the growth of nominal unit labour costs from a year-on-year rate of 6,4
per cent in the first quarter of 1999 to 4,8 per cent in the second quarter.

The Monetary Policy Committee also took note of recent reports from the private
sector on the impact that the spread of HIV/Aids may have on economic activity.

Domestic monetary developments

The lower rate of increase in nominal unit labour costs contributed to the significant
decline in consumer price inflation, which dropped to a year-on-year rate of 1,7 per
cent in October 1999. More importantly, this decline was assisted by the fall of 8,5
percentage points in mortgage bond rates from October 1998. Other important
measures of inflation, such as the core and production price indices, showed a dis-
tinct rising trend during 1999. Sharp increases in petrol and diesel prices from the
beginning of 1999 were primarily responsible for this upward movement.

The growth rate in broad money supply (M3) measured over twelve months slowed
down from a peak of 19,4 per cent in June 1998 to below the upper boundary of the
money supply guidelines of 10 per cent from February 1999 and amounted to 7,8 per
cent in September. The seasonally adjusted and annualised quarter-to-quarter growth
in M3, however, recently accelerated again from 1,4 per cent in the second quarter of
1999 to 16,2 per cent in the third quarter. Broadly similar developments were dis-
cernible in both total and private-sector credit extended by the banking sector.

Domestic money and capital markets

Money market interest rates eased considerably in the course of 1999 in accor-
dance with the direction stipulated by the Reserve Bank. By contrast, bond yields
generally showed a steadily rising trend from the beginning of the second quarter of
1999 in response to changes in international interest rates and perceived domestic
inflationary tendencies. From the middle of October 1999 the longer term interest
rates began to decline moderately. The country and currency risk premiums of
investment in South Africa decreased sharply.

Activity in the bond and share market remained buoyant. The value of real-estate
transactions improved markedly in 1999 from the very low levels at the end of 1998.
Non-residents participated heavily in the bond and share market, and their net port-
folio investments amounted to no less than R50 billion from the end of 1998 to 22
November 1999. Non-residents’ net purchases on the Johannesburg Stock
Exchange came to R36 billion over this period and contributed to the increase in the
monthly average price level of all classes of shares by 45 per cent over the period
from September 1998 to October 1999. Bond holdings by non-residents rose by
R14 billion from the beginning of 1999 to date.

Balance of payments and foreign exchange market

The current account of the balance of payments moved into a deficit from the second
quarter of 1999 despite the still low level of economic activity in South Africa. The shift
from a surplus to a deficit in the current account balance mainly reflected a deteriora-
tion in South Africa’s terms of trade, which was partly offset by a decline in the volume
of imports. The volume of South Africa’s merchandise exports has not reacted much
to the improved world economic conditions.
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The financial account of South Africa with the rest of the world was characterised by
the already mentioned large net inflow of portfolio investments. Foreign direct inflows
into South Africa were relatively small. Further integration of South Africa into the
world economy also led to large direct investments in other countries by residents.
Moreover, in the third quarter of 1999 there seems to have been a substantial shift
from foreign to domestic financing of trade transactions.

The overall surplus on the balance of payments and the utilisation of foreign credit
facilities by the Reserve Bank to prevent any liquidity problems at year-end, resulted
in a sharp increase in the Reserve Bank’s gross international reserves to R42,6 bil-
lion at the end of October 1999. From the end of June to 16 November 1999, the
net open position in foreign currency of the Reserve Bank declined from an oversold
position of US$18,3 billion to US$14,5 billion.

The external value of the rand nevertheless fluctuated in a somewhat unsystematic
way during the first ten months of 1999. As a result, the nominal effective exchange
rate of the rand, on balance, showed almost no change from the end of 1998 to the
middle of November 1999. This implies that there was a moderate increase in the
real effective exchange rate of the rand over this period.

Stability in the financial sector

Relative stability was maintained in the financial sector during the third quarter of
1999, but there were some signs of  liquidity shortages probably related to percep-
tions with regard to the possible effects of Y2K developments. The Reserve Bank
continues to monitor these developments, and provided more liquidity to the bank-
ing sector.

The gross overdues of the banking sector as a ratio of loans and advances
increased in the third quarter of 1999 to 4,73 per cent from 4,66 per cent in the pre-
ceding quarter. However, accounts overdue in respect of so-called other loans and
advances continued to grow, whereas the growth in overdue amounts on mortgage
payments moderated noticeably.

Monetary policy developments

Smaller banks were at times forced to make use of the marginal lending facility of
the Reserve Bank and of their balances on cash reserve contra accounts due to liq-
uidity problems. In view of these temporary developments, the Reserve Bank  sup-
ported a decline in the liquidity requirement of banks from R10,3 billion on 13
October to R6,2 billion on 24 November 1999.

The Bank also continued with its neutral signals to the market by supplying fully in
the daily liquidity requirements of banks. The repo rate accordingly continued to
decline consistently by 1 basis point per day. From 23 September 1999 (the date on
which the banks announced a 1 percentage point cut in their prime lending rates)
the repo rate has declined further by 74 basis points.

After careful consideration of international and domestic economic  developments,
the Monetary Policy Committee of the Reserve Bank decided that the repo rate
should be fixed at a level of 12 per cent. This fixed rate will apply as a temporary
measure, until the next Monetary Policy Committee meeting, which can be con-
vened as circumstances require. 
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This deviates from the agreed signalling procedures. We have taken this decision,
given a possible year-end liquidity situation in the international and national money
markets, arising primarily from the Y2K phenomenon. Although no disruptions are
foreseen, the Bank is of the opinion that temporarily establishing a fixed, stable repo
rate is in the interests of overall financial stability over this millennium change. 

The Monetary Policy Committee also agreed to a reduction in the marginal lending
rate. The marginal lending rate was initially introduced at one percentage point
above the repo rate. This rate was then increased dramatically to a level of 20 per-
centage points above the repo rate as a result of the impact of the global financial
crisis. In view of more stable conditions internationally, the marginal lending rate will
be reduced from its current level of 15 percentage points to 5 percentage points
above the repo rate, i.e. to 17 per cent from 25 November 1999.

Preparations to introduce inflation targeting

Considerable progress has been made with the preparatory work for the implemen-
tation of inflation targeting in South Africa. Discussions have taken place between
staff of the Department of Finance, Statistics South Africa and the Reserve Bank
about technical issues such as the price index which could be used and the targets
which could be applied. International experts in inflation targeting were invited to
participate in a round table discussion about inflation targeting with officials of the
government and the Reserve Bank, as well as with some members of Parliament.

Improvements have been made to the forecasting techniques of inflation in the
Reserve Bank. The Bank has already made considerable progress in developing a
core model for the forecasting of inflation. In addition to the core model, Philips-
curve models, other small-scale macroeconomic models, vector autoregressive
models and calibrated models will be developed. The computer capacity of the
Bank will be improved as part of the preparations for inflation targeting. The Reserve
Bank has been in consultation with other central banks and a programme has been
put in place for the improvement of the macroeconometric models. The Monetary
Policy Committee reconfirmed the Reserve Bank’s commitment to ensure the widest
possible consultation process as part of implementing inflation targeting. 
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