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Introduction

The international financial crisis, which started in Southeast Asia around the middle of
1997 and then spread to other countries, had a damaging effect on the world demand
for primary commodities. As demand faltered, the average prices in United States dol-
lars of important commodities produced in South Africa fell by about 17 per cent fro m
the middle of 1997 to the end of 1998.

The problems that producers of primary commodities encountered were com-
pounded when the Russian Federation unilaterally restructured its rouble-denomi-
nated debt and declared a moratorium on the servicing of debt in August 1998. The
effects of these measures were felt throughout the mature and emerging financial
markets of the world. Conditions in the global financial markets generally tightened
and governments and other public-sector borrowers in emerging-market economies
faced sharply higher borrowing costs.

Despite these setbacks, the South African economy has fared better than anticipated over
the past year. Although the economy has not yet experienced boom conditions, the poten-
tial economic impact of the Asian crisis on South Africa was moderated by the re l a t i v e
s t rength of the United States economy, which acted as a locomotive for global re c o v e r y,
and the prompt response of a number of central banks in the main financial centres of the
world by lowering official interest rates and stabilising financial markets.

To this must be added the efforts made by the Asian economies affected by the crisis to
deal with the weaknesses in their economic and regulatory structures. These efforts helped
to re s t o re confidence and generally improved international economic conditions. The
impact of these stabilisation measures was partly diluted by the steep rise in crude oil prices
in 1999, but so far the higher oil prices have not seriously disrupted the international eco-
nomic recovery that is currently under way outside the United States.

The success that South Africa achieved in coping with the international crisis was also
influenced by the fact that the economy was operating from a base stronger than in
many years. This was reflected in a number of improvements in domestic economic
fundamentals, of which the more important ones were
- the decline in inflation during the 1990s and the strong commitment of the

Reserve Bank to keeping inflation at low levels;
- the reduction of government financial deficits and the curbing of the rising level of

g o v e rnment debt relative to the size of the economy (as measured by the ratio of
public debt to gross domestic pro d u c t ) ;

- the major restructuring of South African businesses during the 1990s in re a c t i o n
to stronger international competition as the country became more open to world
trade and investment;

- the ongoing liberalisation and modernisation of the South African financial arc h i-
t e c t u re;  and

- the implementation in recent years of new technologies, especially in the area of
information capturing, processing and dissemination.

Because of these structural adjustments, the economy has performed well over the
past year or so. At the height of the international problems in the third quarter of 1998,

1



real gross domestic product contracted. The economy nevertheless quickly recovered
from this setback and positive growth in output had already been restored in the last
quarter of 1998. Assisted by repeated relaxations in domestic monetary policy, and
a recovery in agricultural production, output growth gathered momentum. By the
second half of 1999 the real gross domestic product was growing at annualised
rates of more than 3 per cent from quarter to quarter. For 1999 as a whole, growth
in real gross domestic product was approximately 1 per cent.

A particularly promising development in the last months of 1999 was the strong
showing of production activity in the secondary sectors of the economy. Output in
the manufacturing sector took off, growth in the supply of electricity picked up and
the decline in construction activity levelled out. Provided that there are no major set-
backs in the global economy, the outlook is positive that economic growth in 2000
could at least match that of the second half of 1999.

The quarter-to-quarter growth in real gross domestic expenditure vacillated during
1999, but there was a firm rise in the fourth quarter. Consumers became more con-
fident and stepped up their current expenditure, without resorting to debt for financ-
ing their rising consumption standards. Real final consumption expenditure by gen-
eral government declined from quarter to quarter throughout 1999, steadily reduc-
ing general government’s contribution to overall gross domestic expenditure. This
should be seen as a deliberate step taken by government to lower the inflation
potential of the economy and to pave the way for meaningful tax reform which will
ultimately strengthen the supply side of the South African economy.

Total gross fixed capital formation still declined in the fourth quarter of 1999, but
there was a healthy increase in fixed investment by private-sector companies. The
creation of additional production capacity, in the midst of ample unutilised produc-
tion capacity seems to reflect producers’ positive assessment of the prospects for
demand growth in the near to medium term. At the same time, manufacturers and
traders were prepared to make significant additions to their holdings of inventories
in anticipation of rising demand over the short term.

G ross saving relative to gross domestic product strengthened somewhat in the fourth
quarter of 1999. Net dissaving by general government was reduced further and com-
panies improved on their overall saving performance. There was no further deteriora-
tion in the household saving ratio. Nonetheless, the low saving ratio of South African
society remains a structural impediment to enduringly faster economic gro w t h .

There has been virtually no indication that the recent strengthening of economic
growth is leading to a pick-up in the demand for labour. Official estimates indicate
continuing declines in the level of formal-sector employment in the private and the
public sectors during the first three quarters of 1999. In his address at the opening
of Parliament in February 2000, the President recognised that certain aspects of the
legislative instruments aimed at giving effect to government’s labour market policies
have had unintended consequences. The President indicated that certain amend-
ments to elements of the legislative framework would be introduced during the cur-
rent Parliamentary year.

During the first three quarters of 1999, the growth in earnings per worker slowed
down more than the average settlement rate in collective bargaining agreements.
This compression of “wage drift” indicates that regular pay is accounting for a grow-
ing proportion of overall worker compensation. Performance-related compensation
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and other types of bonuses are apparently becoming a smaller portion of worker
compensation. Labour productivity remained buoyant in 1999, reducing the growth
in unit labour costs to a rate of about 5 per cent per year.

Production prices have risen sharply in recent months, mainly on account of the rise
in international crude oil prices, but there was also evidence of some widening of
producers’ operating margins. By contrast, overall consumer price inflation slowed
down noticeably over the past year to rates approximately on a par with those of the
country’s major trading partners. This fall in inflation was largely a reflection of declin-
ing mortgage-bond interest rates. Core inflation, which does not capture the fall in
mortgage bond interest rates, remained at a level of about 8 per cent during 1999.
Core inflation is expected to slow down somewhat in the coming year, but as the
economy begins to produce at higher rates of capacity utilisation, policy will have to
be mindful of the potential for price pressures.

The recovery in economic activity and the greater aggregate demand resulted in an
increase in the importation of intermediate goods, final consumer goods and capital
goods during the fourth quarter of 1999. Furthermore, the strong inflows of invest-
ment capital into the economy in recent years and the subsequent increase in inter-
est and dividend payments to non-resident investors led to a widening of the deficit
on the services account of the balance of payments during 1999.

The combined value of merchandise and net gold exports also increased in 1999,
but not enough to prevent the balance on the current account of the balance of pay-
ments from changing from a healthy surplus in the first quarter of 1999 to growing
deficits in the last three quarters of the year. Although steadily deteriorating, the
deficit on the current account of the balance of payments was still within 1⁄2 per cent
of the gross domestic product in the fourth quarter of 1999.

South African residents continued to accumulate assets in other parts of the world,
but these outward movements of capital were more than fully counteracted by a
strong inflow of international capital into the economy. Portfolio investments, which
have proved to be easily reversible in times of market uncertainty, dominated the
inflows but foreign direct investment strengthened appreciably in the second half of
the year. For 1999 as a whole, however, foreign direct investment amounted to
about 1 per cent of gross domestic product, which is considered inadequate to
boost meaningfully the long-run growth and labour absorption capacity of the South
African economy.

The surplus on the financial account of the balance of payments was more than
ample to finance the deficit on the current account, and led to a substantial increase
in the country’s international reserves in the fourth quarter of 1999. Gross interna-
tional reserves have now risen from the equivalent of 10 weeks’ worth of imports of
goods and services at the end of 1998 to 151⁄2 weeks’ worth at the end of 1999.

The rising international reserves of the country helped to calm down the currency
market after the excessive turbulence of 1998. Movements of the rand against the
United States dollar were mostly offset by movements in the opposite direction
against other currencies. The nominal effective exchange rate of the rand accord-
ingly rose only marginally from the end of 1998 to the end of 1999. Significant
progress was also made in removing another perceived source of rand vulnerability:
the net open position in foreign currency of the Reserve Bank was reduced from
US$22,5 billion at the end of 1998 to US$11,1 billion at the end of February 2000.
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The year-on-year growth in money supply in 1999 remained mostly within the medi-
um-term guideline range of 6 to 10 per cent that was still applicable at that time, but
there was a rapid acceleration in the quarter-to-quarter money growth in the second
half of 1999. Although this was a response to increased activity and higher growth
in the economy, the rate of growth in the money supply exceeded by a wide margin
the growth in real aggregate demand and output. This indicates that the threat of
inflation and expectations of rising inflation were still prevalent and that caution
should be exercised in the conduct of counter-inflationary policies.

A large part of the recent rise in the broad money supply was concentrated in the nar-
rower monetary aggregates. This increased pre f e rence for more liquid assets was
partly influenced by concerns about date-related problems with computer systems at
the millennium changeover, as well as the bunching of public holidays over the year-
end. But it could also have been signalling future growth in real aggregate spending,
giving justification for persevering with a conservative monetary policy stance.

Fairly liquid conditions prevailed in the financial markets in the last quarter of 1999.
The money market, which had already eased somewhat towards the end of the third
quarter of 1999, became more flush with funds in the fourth quarter. The Reserve
Bank had deliberately injected liquidity into the market in order to ward off any diffi-
culties arising as a consequence of the millennium date-change. As the millennium
changeover had been virtually uneventful, the Reserve Bank almost immediately
thereafter began to increase the private banks’ dependency on central bank funds.

In such liquid market conditions, and guided by the Reserve Bank’s signals, money-
market interest rates continued their declines of the first nine months of the year into the
fourth quarter. In January 2000 the securities re p u rchase rate of the Bank was re d u c e d
f u r t h e r. The private banks followed the lead given by the re p u rchase rate and lowere d
their retail lending rates in October 1999 and again in January 2000 by 100 basis points.

Most of the fears concerning instability in emerging markets had faded by the third
quarter of 1999. This, together with the downward trend in short-term interest rates
and a steady stream of news confirming the improvement in the economy and the
reduction of external vulnerability, caused long-term bond yields to move strongly
downwards from the end of October 1999 and into January 2000. The share mar-
ket also took off and the all-share price index recorded impressive gains from
September 1999. The losses suffered at the time of the emerging-markets crisis of
1998 had been recovered in full by mid-December 1999. The real-estate market
also bounced back from its depressed levels in late 1998 and early 1999 and
returned to pre-crisis levels of activity.

In the primary capital markets, the public sector’s mobilisation of funds declined
sharply in the fiscal year 1999/2000. This development was the result of continued
sound financial management practices as well as  the proceeds derived from the
sale of certain public-sector assets. However, an increase in the demand for capital
from the private corporate sector did not compensate for the decline in the demand
for funds by the public sector. Bond financing by the private corporate sector was
almost non-existent and there was a sharp decline in capital raised by companies
listed on the Johannesburg Stock Exchange in the fourth quarter of 1999.

Greater progress was made with the consolidation of public finances in the first three
quarters of fiscal 1999/2000 than had been envisaged in national government’s
Budget of February 1999. National government receipts rose at a higher rate than
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budgeted, while expenditure growth remained well contained. The steady reduction in
the national govern m e n t ’s budget deficit is beginning to bear fruit: the slow growth in
g o v e rnment debt over the past five years or so, together with the decline in capital-
market interest rates, has kept growth in government interest payments to a fairly
modest perc e n t a g e .

The improvement in the management of provincial governments ensured that their
consolidated financial balances remained in surplus. The proceeds from the re s t r u c-
turing of government assets derived from the selling of the South African Special Risk
Insurance Association (Sasria) assets and an equity interest in the Airports Company
of South Africa (ACSA), have reduced the borrowing re q u i rement of the public sector
by almost a half in the current fiscal year so far. In this manner, scope is being cre a t e d
for the private corporate sector to satisfy its funding needs at increasingly aff o rd a b l e
costs in the domestic primary capital market.
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Domestic economic developments

Domestic output

Economic activity recovered somewhat in 1999, reflecting the improvement in glob-
al economic conditions after the financial market shocks of 1997 and 1998. Real
gross domestic product, which had risen by only 1⁄2 per cent in 1998, increased by
about 1 per cent in 1999. The recovery was especially noticeable in the second half
of 1999 when quarter-to-quarter annualised growth of 3 per cent or more was
recorded. Increases in primary-sector output, particularly in the agricultural sector
where the real value of output rose by 41⁄2 per cent, and in real output by the tertiary
sectors were primarily responsible for the recovery in economic growth in 1999.

The solid rise of 41⁄2 per cent in the real value added by the agricultural sector in 1999
followed a decline of 3 per cent in 1998. Quarterly production in the agricultural sec-
tor escalated in the first three quarters of 1999. Although agricultural production
growth slowed down in the fourth quarter of 1999, it maintained a sturdy pace. The

6 QUARTERLY BULLETIN March 2000

SARESERVE BANK



growth in the fourth quarter of 1999 was mostly concentrated in the livestock and
horticultural sectors, while field crop production was lower on account of a some-
what disappointing wheat crop.

Outside the agricultural sector, real output growth accelerated from an annualised
rate of 2 per cent in the third quarter of 1999 to more than 3 per cent in the fourth
quarter. Manufacturing production grew strongly in the fourth quarter of 1999, and
real value added by the financial services sector also made a solid contribution to
the output expansion in the second half of that year.
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Real gross domestic product
Percentage change at seasonally adjusted and annualised rates

Sector 1998                1999

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

Primary sectors................. -61⁄2 -8 -61⁄2 -51⁄2 -11⁄2 21⁄2 6 13 5 1
Agriculture................... -11 -15 -12 -121⁄2 -3 7 16 381⁄2 121⁄2 41⁄2
Mining......................... -21⁄2 -21⁄2 -21⁄2 -1⁄2 -1⁄2 -1⁄2 -1⁄2 -2 0 -1

Secondary sectors............ 0 -2 -71⁄2 1⁄2 -1 0 11⁄2 3 6 0
Manufacturing............. -1⁄2 -3 -91⁄2 1⁄2 -2 1 2 4 7 0

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



Mining output declined at annualised rates of between 1⁄2 and 2 per cent in the first
three quarters of 1999. The shrinking of mining output appears to have levelled out
in the fourth quarter of 1999 when the continued decline in gold production was
counteracted by a strong output increase in other subsectors of the mining indus-
try. Mining in general, and the platinum group metals in particular, benefited greatly
from a recovery in international commodity prices in the fourth quarter of 1999.

Real value added by the manufacturing sector i n c reased at annualised rates of
between 1 and 4 per cent in the first three quarters of 1999, but then took off at a rate
of 7 per cent in the fourth quarter. The initial upturn in production was led by the indus-
tries producing food, clothing, chemicals and machinery and transport equipment. The
s t rong rise in the fourth quarter ensured that the overall level of real value added by the
manufacturing sector in 1999 broadly maintained the overall output level attained in
1998. Another consequence of the accelerated growth in manufacturing pro d u c t i o n
was that the utilisation of manufacturing production capacity moved from a low of 781⁄2
per cent in the second quarter of 1999 to 791⁄2 per cent in the fourth quarter.

G rowth in output by the sector supplying e l e c t r i c i t y, gas and water accelerated fro m
an annualised rate of 11⁄2 per cent in the second quarter of 1999 to 5 per cent in the
fourth quarter. More o v e r, the fall in real value added by the construction sector in the
first three quarters of 1999 ended as the level of output in the third quarter was bro a d-
ly maintained in the fourth quarter. The weak state of the construction industry, which
had been caused largely by the sharp rise in bank lending rates in 1998, was pro b a-
bly the single most important reason why the real value of output in the secondary sec-
tors of the economy in 1999 could not fully match the output volumes of 1998.

G rowth in the real value added by the t e r t i a ry sectors remained buoyant thro u g h o u t
1999, increasing the contribution of these sectors to overall value added from 641⁄2 p e r
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cent in 1998 to 651⁄2 per cent in 1999. In the fourth quarter of 1999, the growth in out-
put by the tertiary sectors accelerated to an annualised rate of 21⁄2 per cent from an
average rate of 2 per cent in the first three quarters. This acceleration occurre d
despite a slowdown in the commercial sector w h e re a decline in motor vehicle sales
held back output growth somewhat. Wholesale and retail trade, excluding the motor
trade, raised their activity levels in the fourth quarter of 1999 as consumers became
m o re confident when asset prices rose and prospects for future income gro w t h
b r i g h t e n e d .

The transport, storage and communication sector benefited from the further expan-
sion of the telecommunication network in the fourth quarter of 1999. Activity in the
equity and other financial markets expanded strongly in the fourth quarter of 1999
and, together with the strong recovery in the real-estate market, fuelled the growth
in output by the finance, insurance, real-estate and business services sectors.

The growth in the real value of output available for disbursement in the domestic
economy was strengthened somewhat by a decline in net primary income payments
to the rest of the world. The impact of these on the growth in real gross national
income was, however, somewhat diluted by a deterioration in the international terms
of trade from 1998 to 1999. In the end, the real gross national income grew at a rate
of 1 per cent in 1999, i.e. roughly on a par with growth in the real gross domestic
product. Although this signalled an improvement on 1998 when real gross national
income increased by only 1⁄2 per cent, it still meant a decline in the real gross nation-
al income per capita of the South African population.

Domestic expenditure

Growth from quarter to quarter in real gross domestic expenditure during 1999 vac-
illated  between strong increases and almost equally strong declines – the change
in each quarter was followed by a change in the opposite direction in the following
quarter. For 1999 as a whole, real gross domestic expenditure declined by about 1⁄2
per cent – a decline that in absolute size was broadly equal to its growth in 1998,
implying that real gross domestic expenditure in 1999 had almost returned to the
level of 1997.

9

SARESERVE BANK

QUARTERLY BULLETIN March 2000

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 4th qr Year

Final consumption 
expenditure by 
households ................ 2 1 1⁄2 0 11⁄2 -1 1 3 3 1⁄2

Final consumption 
expenditure by general 
government................ 61⁄2 -31⁄2 -1⁄2 -21⁄2 -1⁄2 -11⁄2 -11⁄2 -2 -3 -2

Gross fixed capital 
formation.................... 31⁄2 81⁄2 91⁄2 51⁄2 5 -251⁄2 -9 -5 0 -7

Domestic final demand..... 3 11⁄2 2 1⁄2 11⁄2 -6 -1 1 11⁄2 -1
Change in inventories

(R billions)................... -7,5 -4,6 -3,3 -1,6 -4,2 -9,7 3,8 0,2 4,2 -0,4
Gross domestic 

expenditure ............... -2 1 6 1 1⁄2 -11 8 -11⁄2 41⁄2 -1⁄2



T h e re was strong growth of about 41⁄2 per cent (seasonally adjusted and annualised)
in real gross domestic expenditure in the fourth quarter of 1999, following a decline
of 11⁄2 per cent in the third quarter. The re t u rn to positive growth was led by final
consumption expenditure by households and a strong accumulation of inventories.
Final consumption expenditure by general government declined in the fourth quar-
ter of 1999, whereas gross fixed capital formation remained virtually unchanged at
the level re c o rded in the third quarter.

Final consumption expenditure by households was severely affected by the high
interest rates and declined at an annualised rate of 1 per cent in the first quarter of
1999. Since then, consumer confidence has been greatly restored as bank lending
rates tumbled, asset prices escalated and nominal remuneration settlements con-
tinued to exceed overall consumer price inflation. To these factors should be added
the higher gross income of the farming community and the windfall gains of those
households whose interest in a mutual insurance company was converted into an
equity interest or cash.
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Households responded to the improvement in their income and perceived wealth by
increasing their real final consumption expenditure at annualised rates of 3 per cent
in the last two quarters of 1999. Real outlays on durable goods fell back somewhat
in the fourth quarter of 1999 as many prospective buyers postponed their purchas-
es of new motorcars until after the end of the year, but spending on semi-durable
goods rose briskly. Strong increases in real spending on non-durable goods and on
services also contributed noticeably to the buoyancy of household spending in the
fourth quarter of 1999.

Despite the mood of growing optimism, households refrained from burdening them-
selves with additional debt. Greater conservatism among consumers is reflected in the
slowdown in the year-on-year growth in household debt from 41⁄2 per cent in the first
quarter of 1999 to 2 per cent in the fourth quarter. As a result, household debt as a
p e rcentage of disposable income declined from 591⁄2 per cent in the first quarter of
1999 to 57 per cent in the fourth quarter. Lower household debt burdens, along with
the decline in bank lending rates, made debt-servicing charges far less onerous and
i n c reased the re s o u rces that households have available for discretionary spending.
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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 4th qr Year

Durable goods.................. 6 -4 -91⁄2 -231⁄2 -6 -11 91⁄2 111⁄2 -2 -61⁄2
Semi-durable goods......... 41⁄2 4 1⁄2 1⁄2 21⁄2 -91⁄2 1⁄2 6 9 -1
Non-durable goods........... 0 1⁄2 1 0 1 0 0 1⁄2 11⁄2 1⁄2
Services............................ 3 21⁄2 3 5 3 21⁄2 1 4 31⁄2 3
Total................................. 2 1 1⁄2 0 11⁄2 -1 1 3 3 1⁄2



In the fourth quarter of 1999, real final consumption expenditure by general government
(seasonally adjusted and annualised) declined for the seventh quarter in succession.
The annualised rate of decline reached 3 per cent in the fourth quarter of 1999, up fro m
2 per cent in the third quarter. For the whole of 1999, real government consumption
e x p e n d i t u re declined by 2 per cent, following a decline of 1⁄2 per cent in 1998. The per-
sistent decline in government consumption expenditure reflects, in part, govern m e n t ’s
determination to apply fiscal discipline as part of a broader strategy that will create an
e n v i ronment in which economic growth and job creation can flourish. The ratio of final
consumption expenditure by general government to gross domestic product conse-
quently declined from 20 per cent in 1998 to 19 per cent in 1999.

The steep decline in total real gross fixed capital formation in the first three quarters
of 1999 appeared to have been tapering off in the fourth quarter when real gross fixed
capital formation showed almost no change from the level of the third quarter. Of
importance was that an eight-quarter decline in private-sector fixed capital formation
came to an end when private fixed capital outlays increased at an annualised rate of 61⁄2
per cent in the fourth quarter of 1999. For the whole of 1999, total real gross fixed cap-
ital formation declined by 7 per cent, compared with an increase of 5 per cent in 1998.

The increase in private-sector real gross fixed capital formation in the fourth quarter
of 1999 was apparent in all the main sectors of economic activity, except the min-
ing industry. The increase in capacity utilisation in manufacturing, a relatively sharp
decline in the user cost of capital and the prospects of continued strength in aggre-
gate domestic and foreign demand could have contributed to the upturn in private-
sector investment in the fourth quarter of 1999. The continuing expansion of the cel-
lular telephone network also contributed materially to the growth of fixed capital
spending by private-sector companies towards the end of 1999.
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Following marked increases in 1998, real fixed capital formation by public corpora -
tions fell back during all four quarters of 1999. The cutbacks in the fourth quarter
occurred largely in the communication sector. These declines took the overall
decline in capital formation by public corporations to 32 per cent at an annualised
rate in the fourth quarter of 1999 and to 17 per cent in 1999 as a whole. There had
been an increase of 511⁄2 per cent in 1998.

Real fixed capital formation by general government and the business enterprises of gen-
eral government increased in the fourth quarter of 1999. Earlier declines from the fourth
quarter of 1998 to the third quarter of 1999 nevertheless ensured that fixed capital for-
mation by general government in 1999 was 51⁄2 per cent lower than in 1998. In 1998 gen-
eral government departments had increased their capital expenditure by 21⁄2 per cent.

The real value of total inventories in the economy fell sharply in the first quarter of
1999, but was largely positive in the remaining quarters of that year as inventories
were replenished. For the year 1999 as a whole, however, there was, on balance,
still a relatively small drawing-down of inventories. The declining cost of holding
inventories and prospects for future increases in final demand probably encouraged
businesses to raise the level of inventories that they were prepared to hold.

Investment in inventories in the fourth quarter of 1999 occurred mainly in the area of
industrial and commercial inventories. As a consequence, the value of these invento-
ries as a percentage of gross domestic product increased to 131⁄2 per cent in the fourth
quarter of 1999 from a low point of 13 per cent in the second quarter. This turn a ro u n d
may be an indication of business’ confidence that an economic recovery is under way
and that aggregate final demand is likely to strengthen in the short and medium term.

Factor income

The growth over four quarters in total nominal factor income at factor prices a c c e l e r-
ated from an average rate of 71⁄2 per cent in the second and third quarters of 1999 to
8 per cent in the fourth quarter. An analysis of the two principal components of fac-
tor income (namely compensation of employees and the gross operating surplus)
shows that the rate of growth in employee compensation slowed down somewhat,
w h e reas the growth in business operating surpluses accelerated. For 1999 as a
whole, the growth in nominal factor income remained at a rate of 8 per cent that had
also been re c o rded in 1998.

Growth in the nominal gross operating surpluses of business enterprises, measured
over periods of four quarters, increased from an average rate of 71⁄2 per cent in the
first three quarters of 1999 to 81⁄2 per cent in the fourth quarter. Increases were espe-
cially evident in the mining, manufacturing and financial services sectors. On an
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Real gross fixed capital formation
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 4th qr Year

Private business
enterprises................. -51⁄2 -3 -8 -5 -3 -61⁄2 -41⁄2 -1⁄2 61⁄2 -41⁄2

Public corporations........... 531⁄2 871⁄2 118 61 511⁄2 -701⁄2 -19 -231⁄2 -32 -17
General government......... 9 1 41⁄2 -101⁄2 21⁄2 -4 -17 -2 91⁄2 -51⁄2
Total................................. 31⁄2 81⁄2 91⁄2 51⁄2 5 -251⁄2 -9 -5 0 -7



annual basis, the growth in total gross operating surpluses increased from 6 per
cent in 1998 to 8 per cent in 1999.

The rate of growth over four quarters in the total compensation of employees slowed
down from an average rate of 8 per cent in the first half of 1999 to 71⁄2 per cent in
the second half. This lower growth occurred in most of the major production sec-
tors of the economy, except the commercial sector where compensation growth
accelerated. Although the slowdown in the compensation of employees will ulti-
mately reduce employees’ share in the total value added, the recent changes have
left employees’ share in the total value added unchanged at 56 per cent from 1998.

Domestic saving

Gross saving as a ratio of gross domestic product weakened from 15 per cent in the
second quarter of 1999 to 141⁄2 per cent in the third quarter, but recovered again
when it rose to 15 per cent in the fourth quarter. This raised the average saving ratio
for the whole of 1999 to 15 per cent from 141⁄2 per cent in 1998.

The slight improvement in the saving behaviour of the economy was mainly due to
a reduction in the net dissaving of general government. The improvement in gross
saving, together with the decline in fixed capital formation, meant that only 21⁄2 per
cent of the economy’s investment needs in 1999 had to be financed by inflows of
foreign saving, compared with 11 per cent in 1998.

The corporate sector’s saving came under pressure in the last half of 1998 as the
growth in operating surpluses weakened. Following the recovery in business condi-
tions during 1999, corporate saving as a percentage of gross domestic product rose
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slightly from 121⁄2 per cent in the first quarter to 13 per cent in the fourth quarter. From
1998 to 1999 corporate saving relative to gross domestic product nevertheless
deteriorated by 1⁄2 percentage point to 121⁄2 per cent. Household saving as a per-
centage of gross domestic product remained unchanged at the level of 3 per cent
attained in 1998. Although the reduction in household debt ratios would normally
signal an improvement in the average household saving ratio, the recent decline in
debt servicing cost has allowed households to step up consumption growth, instead
of strengthening their retained current income.

Gross dissaving by general government as a percentage of gross domestic product
improved marginally from the first quarter of 1999 to the fourth quarter. For 1999 as
a whole, the gross dissaving ratio of general government improved from 11⁄2 per cent
in 1998 to 1⁄2 per cent. Higher tax collections and spending containment contributed
most to the reduction in general-government dissaving. As a percentage of gross
domestic product, the total tax income of government rose from 26 per cent in 1998
to 261⁄2 per cent in 1999, whereas final consumption expenditure (excluding transfers
to non-government parties and interest on public debt) declined from 20 per cent to
19 per cent over the same period.

Employment

There was no indication of a pick-up in the demand for labour by the end of the third
quarter of 1999. According to the Survey of Total Employment and Earnings by
Statistics South Africa, there was a decline of 81 000 jobs in the formal non-agricul-
tural sectors of the economy from the end of December 1998 to the end of
September 1999. This was preceded by persistent declines in the average level of
formal-sector employment over the years from 1990 to 1998. As the accompanying
graph shows, employment has rarely increased from one quarter to the next over
the period since 1994. By the end of the third quarter of 1999 the official indicator
of employment in the formal sectors of the economy was down to a level broadly
similar to that of the late 1970s.

Officially measured employment in the private sector fell by 1,5 per cent when com-
paring the first three quarters of 1999 with the corresponding period in 1998.
Decreases were recorded in six of the eight main production sectors. The rate of
decline varied in intensity from 17,4 per cent in the construction sector to 1,4 per
cent in the laundries and dry-cleaning services sector. Seemingly contradicting the
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Year-on-year changes in non-agricultural private-sector employment in the
first nine months of 1999

Sector Per cent

Manufacturing.......................................................................................................... -2,6
Construction ............................................................................................................ -17,4
Electricity.................................................................................................................. -5,2
Gold mining.............................................................................................................. -9,4
Non-gold mining ...................................................................................................... -2,8
Trade, catering and accommodation services.......................................................... 9,0
Financial intermediation and insurance..................................................................... -2,5
Laundries and dry-cleaning services ........................................................................ -1,4
Transport, storage and communication*................................................................... 5,7
Total private sector ................................................................................................. -1,5

*   Non-governmental institutions only



evidence of large-scale job losses in the private sector, the number of jobs in the
trade and allied services sectors and in the transport and communication sectors
rose by 9,0 per cent and 5,7 per cent, respectively, in the first three quarters of 1999.

Employment in the public sector declined even more than in the private sector dur-
ing 1999, as government bodies are continuously being encouraged to improve
management, financial accountability and service delivery. There was a decline of
2,3 per cent in public-sector employment from the first three quarters of 1998 to the
first three quarters of 1999. A decline of 7,8 per cent was recorded at the level of
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local government alone. In the third quarter of 1999 job losses in the public sector
were exacerbated by the laying-off of casual and part-time workers involved in spe-
cial projects of national and local government departments, the retrenchment of
part-time employees of the health departments of provincial governments, and the
departure of teachers and examiners whose employment contracts had expired.

T h e re was a rise in industrial action in 1999. The number of workdays lost on account
of strikes and other work stoppages rose from 2,3 million in 1998 to 3,1 million in
1999. Disputes over pay were the main reason for strike action – 97,2 per cent of all
workdays lost and 80 per cent of the number of strikes were related to wage disputes.

G o v e rn m e n t ’s concern with the poor labour absorption capacity of the economy was
e x p ressed in a Ministerial Determination for small businesses that was published on 5
November 1999. Some of the conditions of the Basic Conditions of Employment Act
(BCEA) were amended for employers who have fewer than 10 people in their employ.
The publication of this Determination followed a period of in-depth re s e a rch, consulta-
tion and deliberation and arose from the govern m e n t ’s commitment to assessing the
possible impact of the BCEA on small businesses. The Determination amended four
conditions of the BCEA applicable to small businesses, as follows:
- it extended the maximum number of overtime hours that an employee may

work from 10 to 15 hours in a week;
- it reduced the minimum rate of payment for overtime work from time-and-a-

half to time-and-a-third;
- it allowed the averaging of working hours up to four months by written indi-

vidual agreement, instead of collective agreement;  and
- employees’ entitlement to three days of family responsibility leave was includ-

ed in their allocation of 21 days of annual leave. Under the conditions of the
BCEA prior to amendment, employees are entitled to 3 days of family respon-
sibility leave in addition to 21 days of annual leave.

In his address at the opening of Parliament on 4 February 2000, the President
warned that illegal and unjustified strikes could not be tolerated and reiterated that
government would continue to give priority to the creation of jobs. The President
also indicated that after a review of the labour market legislative framework, govern-
ment had reached the conclusion that certain aspects of this framework have had
unintended consequences – hence the announcement that amendments to certain
provisions of the Labour Relations Act, the BCEA and the Insolvency Act would be
introduced during the current Parliamentary session.

Labour costs and productivity

Nominal remuneration per worker in the non-agricultural sectors of the economy
increased by 7,6 per cent when comparing the first three quarters of 1999 with the
corresponding period of 1998. The accompanying graph shows that this rate of
nominal earnings growth was lower than at any time during the past seven years.
Some of this slowdown may reflect statistical noise in the measurement of worker
remuneration. But there was also a slowdown in the average settlement rate in col-
lective bargaining agreements from 8,6 per cent in 1998 to 8,3 per cent in 1999. As
a consequence, the gap between growth in average income per worker and settle-
ments – often referred to as “wage drift” – narrowed during the past year. This is
consistent with settlements accounting for an increasing share of overall income per
worker, whereas overtime pay, performance-related rewards and other bonuses
tended to constitute a smaller portion of the total compensation of workers.
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The average remuneration per worker in the public sector i n c reased at a year- o n - y e a r
rate of 2,7 per cent in the second quarter of 1999 and 9,1 per cent in the third quarter.
This sharp acceleration was mainly due to the low base used in the calculation of the
y e a r-on-year percentage increase in the third quarter of 1999. When comparing the
nominal remuneration of public-sector workers in the first three quarters of 1999 with
that in the first three quarters of 1998, the average public-sector employee earn e d
some 5,5 per cent more in 1999 than in 1998.

Salary and wage increases granted by p r i v a t e - s e c t o r employers were, on average,
m o re generous than those granted by the public sector. When comparing the first thre e
quarters of 1999 with the corresponding period of 1998, the growth in average nomi-
nal remuneration per worker in the private sector was 9,3 per cent. Average nominal
remuneration growth over this period ranged from a low of 5,3 per cent in the gold-min-
ing sector to 16,3 per cent in the electricity-generating sector.

During the first three quarters of 1999, nominal remuneration per worker in the non-agri-
cultural sectors rose faster than output prices. This resulted in an increase of 0,9 per
cent in the inflation-adjusted remuneration per worker or the real product wage. W h e n
the year-on-year growth in the real product wage is compared quarter by quarter, it
accelerated from 0,2 per cent in the first quarter of 1999 to 2,2 per cent in the third
q u a r t e r. This rise could conceivably have put upward pre s s u re on output prices and
contributed to the persistence of relatively high underlying inflationary pre s s u res in the
economy in the second half of 1999.

Despite the increase in industrial action, the growth in real output per worker in the for-
mal non-agricultural sectors of the economy rose from a year-on-year rate of 1,9 per
cent in the first quarter of 1999 to 3,6 per cent in the third quarter. Output per worker
in the first three quarters of 1999 was 2,7 per cent higher than in the first three quarters
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of 1998. The growth in productivity was partly a consequence of declining employment
totals, but there was also evidence of efficiency gains throughout the economy.
I n c reased labour productivity should ideally be accompanied by rising employment
totals in order to contribute meaningfully to solving the problem of unemployment.

The acceleration in productivity growth helped to contain the growth in nominal unit
labour costs (i.e. the ratio between nominal remuneration per worker and output per
worker) during 1999. Equal growth in remuneration per worker and output per worker
will keep unit labour costs constant without adding to any upward pre s s u re on output
prices. The relatively strong productivity performance of the economy during 1999
reduced the year-on-year rate of growth in nominal unit labour cost to 4,7 per cent in
the first three quarters of 1999 compared with the first three quarters of 1998.
Continued moderate increases in nominal unit labour costs may alleviate upward pre s-
s u re on the output prices of goods and services. Furthermore, a continuation of slow-
er growth in nominal unit labour costs augers well for an improvement in the inter-
national price competitiveness of domestic producers.
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Inflation

Production prices have risen sharply in recent months. The annual increase in the
all-goods production price index accelerated from 3,5 per cent in 1998 to 5,8 per
cent in 1999, but still remained below the average rate of 8,8 per cent recorded over
the period 1990 to 1997. The year-on-year increase in production prices rose to a
thirty-one-month high of 8,2 per cent in January 2000, compared with 4,1 per cent
in December 1998. This increase reflected in part the impact of the rise in interna-
tional crude oil prices on domestic producers’ output prices.
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Production prices
Quarter-to-quarter percentage changes at annualised rates

Period Domestically Imported Overall 
produced goods production

goods prices

1998: Year............................. 3,5 3,1 3,5
1999: 1st qr ........................... 5,7 -2,8 3,7

2nd qr.......................... 5,7 11,5 7,1
3rd qr........................... 6,7 13,4 7,9
4th qr........................... 4,9 10,4 6,9
Year............................. 5,3 7,8 5,8



M e a s u red from quarter to quarter, inflation in production prices rose from a sea-
sonally adjusted and annualised rate of 3,7 per cent in the first quarter of 1999 to
7,9 per cent in the third quarter, but then slowed down somewhat to 6,9 per cent
in the fourth quarter. Lower rates of increase in the prices of both domestically pro-
duced goods and imported goods contributed to the slowdown in the fourth quar-
ter of 1999.

The year-on-year inflation in the prices of domestically produced goods ro s e
f rom 4,0 per cent in January 1999 to 6,5 per cent in January 2000. This re f l e c t-
ed largely the pass-through to producers of the rise in imported crude oil prices.
Price pre s s u res also emanated from the agricultural sector where the prices of
p roducts not included in the food category rose by 33,2 per cent in the year to
January 2000.

Mostly because of a slowdown in production price increases in the primary sec-
tors and in the electricity-generating sector, quarter-to-quarter inflation in the sea-
sonally adjusted prices of domestically produced goods declined from an annu-
alised rate of 6,7 per cent in the third quarter of 1999 to 4,9 per cent in the fourth
q u a r t e r. In the fourth quarter of 1998 this measure of inflation had still been as
low as 3,8 per cent.

The year-on-year change in the prices of imported goods rose to 13,1 per
cent in January 2000 – the highest such rate of increase since February 1991.
In February 1998, negative inflation at a year-on-year rate of 2,3 per cent was
re c o rded in the prices of imported goods. The annualised quarter- t o - q u a r t e r
change in the seasonally adjusted prices of imported goods peaked at 13,4
per cent in the third quarter of 1999, but showed signs of slowing down when
it declined to 10,4 per cent in the fourth quarter. With inflation still re l a t i v e l y
subdued in South Africa’s main trading-partner countries and the small
change in the effective exchange rate of the rand, steep increases in the
prices of imported crude oil were the reason for the current high rate of
imported price inflation.
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The year-on-year rate of overall consumer price inflation declined from 9,4 per
cent in November 1998 to 1,7 per cent in October 1999, before rising to 2,2 per
cent in December and 2,6 per cent in January 2000. By contrast, year- o n - y e a r
core inflation (i.e. the change in the overall consumer price index excluding the
prices of certain food products, interest rates on mortgage bonds, overd r a f t s
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Consumer prices
Twelve-month percentage changes

Period Goods Services Overall Core
consumer price inflation

inflation

1999: Jan........................ 6,4 11,8 8,9 7,8
Feb........................ 6,4 11,1 8,6 7,8
Mar........................ 6,1 10,1 7,9 8,0
Apr........................ 5,7 10,0 7,7 7,7
May ...................... 5,9 8,6 7,1 7,8
Jun........................ 6,1 8,6 7,3 8,0
Jul ........................ 6,1 3,6 4,9 8,2
Aug........................ 5,7 0,5 3,2 7,9
Sep........................ 5,7 -2,1 1,9 7,9
Oct........................ 6,0 -2,9 1,7 8,0
Nov........................ 6,6 -3,1 1,9 8,1
Dec........................ 6,4 -2,4 2,2 7,9
Year ...................... 6,1 4,2 5,2 7,9

2000: Jan........................ 6,9 -2,1 2,6 8,1



and personal loans, value-added tax and property taxes) fluctuated within a nar-
row range between 7,8 per cent and 8,2 per cent;  in January 2000 it was 8,1
per cent. The diff e rence between consumer price inflation and core inflation
reflected, among other things, declines in mortgage interest payments by
households, which were affected mainly by declines in mortgage bond rates
during the past year. However, the diff e rence between consumer price inflation
and core inflation will tend to narrow in coming months as the effects of the ear-
lier declines in mortgage bond interest rates drop out of the calculation of year-
on-year consumer price inflation.

The decline in mortgage-bond interest rates during 1999 brought inflation in the prices
of consumer services down from a year-on-year rate of 13,0 per cent in November
1998 to negative inflation for the five months to January 2000. On average, inflation in
the consumer prices of services fell from 7,9 per cent in 1998 to 4,2 per cent in 1999.
H o w e v e r, when the effects of the decline in mortgage-bond interest rates and other
home-owners’ costs are excluded, the year-to-year increase in the prices of services
still amounted to 10 per cent in 1999. The prices of consumer goods increased, on
average, by 6,0 per cent in 1998 and 6,1 per cent in 1999.
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Foreign trade and payments

Current account

The deficit on the current account of the balance of payments narrowed consider-
ably in 1999. Largely because of a strong improvement in the trade balance, the
deficit on the current account declined from R11,6 billion in 1998 to R2,9 billion in
1999;  as a percentage of gross domestic product the deficit fell from 1,6 per cent
to 0,4 per cent. However, the improvement in the trade balance was partly offset by
a deterioration in the services and transfer account of the balance of payments.

Although the cumulated annual balance on the current account improved fro m
1998 to 1999, the quarterly estimates of balance-of-payments aggregates reveal a
steady deterioration in the current-account balance from a surplus of R2,8 billion
(seasonally adjusted and annualised) in the first quarter of 1999 to growing deficits
in the last three quarters of the year. The upward trend in the deficit on the curre n t
account during 1999 was mainly related to the strengthening of the recovery in the
South African economy, which led to an increase in the value of merc h a n d i s e
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Balance of payments on current account
Seasonally adjusted and annualised
R billions

1998 1999

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

Merchandise exports...................... 135,1 147,2 139,6 148,2 161,0 149,0
Net gold exports ............................ 25,9 24,7 23,8 22,9 25,7 24,3
Merchandise imports...................... -150,8 -142,6 -142,5 -149,7 -166,7 -150,4
Net service, income and current 

transfer payments........................ -21,8 -26,5 -24,6 -26,3 -25,6 -25,8
Balance on current account.......... -11,6 2,8 -3,7 -4,9 -5,6 -2,9



imports during the year, and higher crude oil prices. Export values of gold and other
goods also increased during the year, but these gains were more than neutralised
by the growth in import values from the first to the last quarter of 1999.

The value of merchandise imports (at a seasonally adjusted and annualised rate) had
been flat in the first half of 1999, but rose substantially in the third and fourth quarters.
The value of imported manufactured goods rose by about 9 per cent in the fourth
quarter of 1999 as the growth in aggregate domestic demand led to a greater derived
demand for imported intermediate, capital and other final goods. Of note were the
sharply higher volumes of oil imports, together with steep rises in the intern a t i o n a l
prices of crude oil, which increased the value of oil imports by more than 40 per cent
in the fourth quarter of 1999. Consequently, imports of crude oil constituted 8,9 per
cent of total merchandise imports in 1999 compared with 6,7 per cent in 1998.
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The physical quantity of merchandise imports, having contracted in the first quar-
ter of 1999, increased marginally in the second and third quarters and more sub-
stantially at a rate of 8 per cent when economic growth gained further momentum
in the fourth quarter. The sharp increase in the fourth quarter could not prevent the
volume of imports for the full calendar year 1999 from declining by 8 per cent
c o m p a red with 1998. The aggregate rand price level i n c reased by about 31⁄2 p e r
cent in the fourth quarter of 1999, mainly driven by the increase in the price of
crude oil. On average, import prices in rand rose by 81⁄2 per cent from 1998 to
1999. Some of these price increases still have to work their way through the price-
formation system to the prices of domestically produced final goods.

The value of merchandise exports, which had declined to a seasonally adjusted and
annualised value of R139,6 billion in the second quarter of 1999, rose to R148,2 bil-
lion in the third quarter and R161,0 billion in the fourth quarter. The increase in the
fourth quarter of 1999 was caused by a sharp rise in the exports of mining products,
mainly related to the better world prices for key commodities exported from South
Africa. Export values of agricultural products and manufactured goods also
increased in the fourth quarter of 1999, although far less impressively than those of
mining products.

The rand prices of goods exported from South Africa remained more or less
unchanged from the first to the third quarter of 1999 but increased by about 4 per
cent in the fourth quarter. The increase in the fourth quarter of 1999 reflected a slight
decline in the weighted effective exchange rate of the rand and, what was more
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important, the generally rising international commodity prices. A side-effect of the
rise in export prices in the fourth quarter of 1999 was that the deterioration in South
Africa’s terms of trade (including gold) over the first three quarters of the year was
arrested:  the growth in export prices in the fourth quarter exceeded the growth in
import prices.

Merchandise export volumes which have been growing at steadily declining rates
since 1995, responded positively to the improvement in global economic conditions
in the second half of 1999. Following a decline at a rate of approximately 5 per cent
in the second quarter of 1999, the physical quantity of merchandise exports
increased by about 51⁄2 per cent in the third quarter and 41⁄2 per cent in the fourth
quarter. Mining products contributed most to the faster growth in export volumes,
thus increasing the share of primary commodities in total merchandise exports. For
1999 as a whole, export volumes were 21⁄2 per cent higher than in 1998.

The value of net gold exports (seasonally adjusted and annualised) declined
f rom R28,2 billion in the fourth quarter of 1998 to R22,9 billion in the third quar-
ter of 1999 but rose to R25,7 billion or by 12,2 per cent in the fourth quarter.
The increase in the fourth quarter of 1999 was entirely due to a rise in the price
of gold. Sentiment in the gold market was buoyed up when the Euro p e a n
Central Bank announced that member countries had agreed to limit gold sales
and gold lending. The average fixing price of gold on the London market
responded by rising from US$259 per fine ounce in the third quarter of 1999 to
US$296 per fine ounce in the fourth quarter. Expressed in rands, the average
realised price moved from R1 612 per fine ounce to R1 834 per fine ounce over
the same period.
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The physical quantity of gold exports contracted by 1 per cent in the fourth quarter
of 1999, following an increase of 6 per cent in the third quarter. For 1999 as a whole,
the volume of net gold exports declined by about 81⁄2 per cent. The gold content of
ore milled declined from 5,1 grams per ton in 1998 to 4,6 grams in 1999, and was
only partly offset by an increase in the quantity of ore milled. As a consequence, gold
production fell by about 3 per cent to 449 tons in 1999.

Net s e rvice, income and current transfer payments i n c reased from R24,6 billion in the
second quarter of 1999 to R26,3 billion in the third quarter, but receded to R25,6 bil-
lion in the fourth quarter. This slight improvement occurred despite a decline in divi-
dend and interest receipts from non-residents and higher payments for transportation
and travel services. These changes were counteracted by a sizeable increase in
receipts for tourist services re n d e red to foreign visitors, and a reduction in income pay-
ments made to non-residents. For the year as a whole the deficit on the services
account deteriorated from R21,8 billion in 1998 to R25,8 billion in 1999, or, as a per-
centage of gross domestic product, from 2,9 per cent in 1998 to 3,2 per cent in 1999.

Financial account

The financial account of South Africa’s balance of payments recorded positive
inflows of capital at an increasing rate throughout 1999. Evidence of economic
recovery in the crisis-hit Asian economies and an improved  outlook for Russia
encouraged foreign investors to re-evaluate their exposure to emerging markets with
relatively sound macroeconomic fundamentals. The surplus on the financial account
(including unrecorded transactions, but excluding reserve-related liabilities), which
had increased from R2,6 billion in the first quarter of 1999 to R4,1 billion in the sec-
ond quarter and R6,8 billion in the third quarter, increased sharply to R13,8 billion in
the fourth quarter. For the calendar year 1999 as a whole, the net inflow of capital
came to R27,3 billion, substantially higher than the net inflow of R8,0 billion in 1998
when the rand came under heavy speculative attack.

The surplus on the financial account in the fourth quarter of 1999 was mainly caused by
a further strong inflow of portfolio capital. At the same time, net direct investment flows
changed from an outflow in the third quarter of 1999 to an inflow in the fourth quarter. 

Net financial transactions not related to reserves
R billions

1998 1999

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

Liabilities
Direct investment...................... 3,1 2,0 1,5 1,7 3,2 8,4
Portfolio investment.................. 50,4 10,8 26,2 29,9 15,5 82,4
Other investment...................... 6,5 -2,2 -3,3 -9,1 -4,8 -19,4

Total liabilities................................ 60,0 10,6 24,4 22,5 13,9 71,4
Assets

Direct investment...................... -9,6 -4,5 -3,0 -2,0 2,7 -6,8
Portfolio investment.................. -30,1 -6,7 -10,9 -6,1 -7,6 -31,3
Other investment...................... -2,9 -1,5 -0,6 -3,7 -2,4 -8,2

Total assets................................... -42,6 -12,7 -14,5 -11,8 -7,3 -46,3
Total financial transactions*.......... 8,0 2,6 4,1 6,8 13,8 27,3

* Including unrecorded transactions
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Foreign direct investment flows into South Africa almost doubled from R1,7 billion in
the third quarter of 1999 to R3,2 billion in the fourth quarter. The acquisition by
Swissair of a 20 per cent equity interest in South African Airways contributed signif-
icantly towards this increase in foreign direct investment inflows. Direct outward
investment changed from an outflow of R2,0 billion in the third quarter of 1999 to an
inflow (i.e. a decrease in foreign assets) of R2,7 billion in the fourth quarter. The rel-
atively large decline in directly held foreign assets resulted from the selling by resi-
dent shareholders to a non-resident party of a controlling interest in a UK-based list-
ed company. For 1999 as a whole, net direct investment registered an inflow of R1,6
billion compared with an outflow of R6,5 billion in 1998.

Foreign portfolio investment into South Africa increased by R15,5 billion in the fourth
quarter of 1999 compared with R29,9 billion in the third quarter. Non-resident
investors added primarily to their holdings of South African equity securities in the
fourth quarter of 1999. Foreign investment in domestic debt securities also
increased somewhat in the fourth quarter of 1999, despite the redemption of a for-
eign loan of US$750 million by national government and foreign obligations of 737
million Netherlands guilder by a private-sector company. Inflows of portfolio capital
were supplemented by international bond issues of ¤200 million by Eskom and
¤300 million by national government in the fourth quarter.

Investment in foreign financial assets by domestic institutional investors, through the
asset swap mechanism, increased in the fourth quarter of 1999. As a consequence,
portfolio investment outflows accelerated from R6,1 billion in the third quarter of
1999 to R7,6 billion in the fourth quarter. Despite these outflows, net portfolio inflows
amounted to R51,1 billion in 1999 as a whole compared with R20,3 billion in 1998.

29

SARESERVE BANK

QUARTERLY BULLETIN March 2000



Other foreign investment into South Africa (i.e. changes in foreign liabilities incurred
by South African businesses in the form of loans, trade finance or bank deposits)
recorded an outflow of R4,8 billion in the fourth quarter of 1999, compared with an
outflow of R9,1 billion in the third quarter. Non-resident investors reduced their for-
eign-currency denominated deposits with South African banks in the fourth quarter
of 1999. Other foreign investment out of South Africa (i.e. foreign assets originating
from loans to, trade finance to, or deposits with non-resident banks, and others)
declined from R3,7 billion in the third quarter of 1999 to R2,4 billion in the fourth
quarter. On a net basis, other foreign investment outflows from South Africa declined
from R12,8 billion in the third quarter of 1999 to R7,2 billion in the fourth quarter. The
decline in domestic borrowing costs, along with the relative stability of the rand,
encouraged the substitution of domestic trade financing for foreign trade financing.
This could have contributed to the net outflow of other, mainly short-term, foreign
capital in the fourth quarter of 1999.

Foreign reserves

The surplus on South Africa’s overall balance of payments of R4,6 billion in the third
quarter of 1999 improved to R12,3 billion in the fourth quarter. The substantial net
inflow of capital, particularly in the second half of 1999, increased the country’s net
international reserves by R24,3 billion in 1999 as a whole, compared with a decline
of R4,0 billion in 1998.

Total gross gold and other foreign exchange reserves rose from R53,9 billion at the
end of September 1999 to R67,5 billion at the end of December. The reduction in
foreign reserves, which would otherwise have arisen from the redemption of the gov-
ernment’s outstanding liabilities, was avoided by being partly financed from the pro-
ceeds of the eurobond issue. On balance, the country’s gross international reserves
increased by R25,4 billion or by 60 per cent in 1999 as a whole, compared with an
increase of R6,7 billion in 1998.
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Measured in US dollars, South Africa’s gross gold and other foreign exchange
reserves rose from US$7,2 billion at the end of 1998 to US$11,0 billion at the end
of 1999. Import cover, i.e. the value of gross international reserves expressed as a
ratio of the value of imports of goods and services, improved from 10 weeks at the
end of 1998 to 151⁄2 weeks at the end of 1999. 

The gross international reserves of the Reserve Bank increased from R31,6 billion at the
end of 1998 to R45,4 billion at the end of 1999 and further to R47,0 billion at the end
of February 2000. The Reserve Bank’s short-term foreign commitments, which had
declined persistently from R18,1 billion at the end of 1998 to R15,2 billion at the end of
July 1999, rose to R19,8 billion at the end of November 1999. This was mainly a pre-
cautionary measure to avoid possible disruptions in the domestic market for fore i g n
exchange during the millennium changeover. Since the end of November 1999, the
B a n k ’s short-term foreign loans have been reduced to R16,4 billion at the end of
February 2000. 
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International reserves and net open position of the Reserve Bank
US$ billions

Period Amount as at end of period

Net reserves Gross reserves Net open 
position

1999: 1st qr ........................... 2,4 5,3 -21,7
2nd qr.......................... 3,1 5,8 -18,3
3rd qr........................... 3,6 6,5 -15,6
4th qr........................... 4,3 7,4 -13,0



The Reserve Bank reduced its oversold forward position in foreign currency from
US$24,9 billion at the end of 1998 to US$17,4 billion at the end of 1999 and
US$16,0 billion at the end of February 2000. The combined result of the strong
increase in the Bank’s gross international reserves and the much-reduced forward
position in foreign currency was a sharp decline in the net open position in foreign
currency. The net open position in foreign currency declined from US$22,5 billion at
the end of 1998 to US$13,0 billion at the end of 1999 and US$11,1 billion at the end
of February 2000.

Exchange rates

The relatively steady performance of the rand during the first nine months of 1999
came to an end during October 1999 when foreign investors repositioned their asset
portfolios ahead of the millennium changeover in order to curb their exposure to the
potential volatility of emerging-market asset prices. The nominal effective exchange
rate of the rand subsequently declined by 1,4 per cent from the end of September
1999 to the end of October before increasing again by 1,5 per cent from the end of
October to the end of December, leaving the weighted average exchange rate
broadly unchanged from the end of the third quarter to the end of the fourth quar-
ter. On balance, the nominal effective exchange rate of the rand increased margin-
ally by 0,6 per cent from the end of 1998 to the end of 1999, compared with a
decline of 18,6 per cent during 1998.

From the end of 1998 to the end of 1999, the external value of the rand appreciat-
ed by 10,8 per cent against the euro, but weakened against other major currencies,
most notably by 14,4 per cent against the Japanese yen.

Short-term volatility in the exchange rate of the rand continued into 2000 as the
nominal effective exchange rate of the rand initially increased by 1,2 per cent in the
first half of January 2000 before declining again by 1,9 per cent in the second half
of January. The narrowing of the  interest rate differential between South Africa and
its most important trading partners, as well as rumours about the possible outcome
of South Africa’s pending credit rating, contributed towards increased volatility in the
domestic foreign exchange market in January. Much of the perceived volatility was
due to the strength of the US dollar;  the rand was far more stable against  the bas-
ket of currencies than against the US dollar.
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Exchange rates of the rand
Percentage change

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

30 Sep 1999 30 Dec 1999 30 Dec 1999 31 Jan 2000

Weighted average*............................ 0,5 0,1 0,6 -0,8
Euro................................................... 6,5 4,1 10,8 -0,1
US dollar ........................................... -2,7 -2,2 -4,7 -2,5
British pound..................................... -1,9 -0,4 -2,3 -2,8
Japanese yen.................................... -9,4 -5,5 -14,4 1,8

* The weighted exchange-rate index consists of a basket of 14 currencies



Owing mainly to the relatively stable conditions in the South African market for for-
eign exchange, the total net average daily turnover in the domestic market for for-
eign exchange declined from US$10,2 billion in the second quarter of 1999 to
US$9,9 billion in the third quarter and US$8,3 billion in the fourth quarter.

The effective exchange rate of the rand, adjusted for the inflation differential between
South Africa and its most important trading partners, increased by 2 per cent from
December 1998 to August 1999. Preliminary estimates point to an increase of 2,9
per cent in the real effective rate of the rand by the end of 1999.
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Monetary developments, interest rates and financial markets

Money supply

The growth in money supply accelerated strongly in the second half of 1999. The
rate of increase over twelve-month periods in the broadly defined money supply
(M3) increased from a low of 5,5 per cent in August 1999 to 9,3 per cent in
December and 10,2 per cent in January 2000. On a quarterly basis, the quarter-to-
quarter rate of increase in the average value of M3 (seasonally adjusted and annu-
alised) picked up from around 1 per cent in the first and second quarters of 1999 to
16,2 per cent in the third quarter and 18,5 per cent in the fourth quarter.

The acceleration in money growth was primarily a reflection of the growing volume
of activity in the domestic economy, leading to a greater demand for money for
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transactions purposes. At the same time, the continued buoyancy of the financial
markets added to the demand for money for speculative purposes and for capital-
ising on sudden movements in asset prices. The demand for money was further
strengthened by fairly attractive real interest rates on most types of bank deposits.

Growth in the narrower monetary aggregates was mostly higher than growth in M3
during the second half of 1999. The growth over twelve months in M1A accelerated
from 14,7 per cent in June 1999 to 26,0 per cent in January 2000. M1 grew in the
year to August 1999 at a rate of 3,6 per cent, but at 19,0 per cent in the year to
December and 17,3 per cent in the year to January 2000.

Some of the recent rise in narrow money holdings was a reflection of households’
and companies’ increased preference for more liquid assets, partly influenced by
concerns about possible date-related problems with computer systems at the
beginning of 2000, as well as a spate of public holidays over the year-end. Growth
in the narrow monetary aggregates may also signal future growth in real aggregate
demand, which is consistent with projections of stronger output growth over the
near term. In order to position themselves for higher spending, depositors – espe-
cially corporate depositors – could have transferred funds into cheque, transmission
and other demand deposit accounts.

The growth rate of M3 reached annualised levels that were 12,4 percentage points
higher than growth in the nominal gross domestic product in the third quarter of
1999 and 8,3 percentage points higher in the fourth quarter. The income velocity of
circulation of M3 accordingly declined further from 1,83 in the third quarter of 1999
to 1,79 in the fourth quarter – its lowest level in the past twenty years. Income veloc-
ity typically declines during periods when existing off-balance-sheet items are con-
verted to the balance sheets of banks.
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The main c o u n t e r p a r t s ( f rom an accounting point of view) of the R17,7 billion incre a s e
in M3 during the fourth quarter of 1999 were increases of R16,2 billion in the mone-
tary system’s holdings of net foreign assets and R11,1 billion in the domestic mone-
tary institutions’ claims on the domestic private sector. In contrast to these positive
contributions to money growth, the monetary institutions’ net claims on the govern-
ment sector decreased by R4,7 billion and their “net other assets” by R4,9 billion.

Credit extension by banks

The underlying growth in total credit extended by banks decelerated gradually over the
first half of 1999 as private-sector credit demand slowed down along with the impro v e-
ment in cash flows following the successive reductions in bank lending rates. Total cre d-
it growth over twelve months was still at 17,7 per cent in January 1999, partly the lega-
cy of the spurt in credit demand during the emerging-market crisis around the middle
of  1998. Credit growth over twelve months tapered off to 6,9 per cent in both October
and November 1999 – the lowest growth rate since May 1993. Economic activity
began to strengthen towards the end of 1999 and total credit growth accelerated to 8,4
per cent in the year to December and 9,8 per cent in the year to January 2000.

The growth in credit extended to the private sector by banks slowed down too as
stability returned to financial markets and cash flows strengthened. The twelve-
month growth in credit extended to the private sector decelerated from its peak of
17,6 per cent in November 1998, reaching a six-year low of 8,1 per cent in October
1999. Private-sector credit growth subsequently firmed to 9,1 per cent in December
1999 and 9,7 per cent in January 2000. Measured from quarter to quarter (season-
ally adjusted and annualised), the growth in credit extension to the private sector
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slowed down from 11,0 per cent in the third quarter of 1999 to 7,3 per cent in the
fourth quarter. The actual increase in the seasonally adjusted value of bank credit
extension to the private sector nevertheless rose from R9,7 billion in the third quar-
ter of 1999 to R10,6 billion in the fourth quarter.

The general easing of growth in credit extension by banks during 1999 was largely
related to lower demand for credit by households, reflecting the effect of high real
interest rates in the second half of 1998. Households generally became less inclined
to utilise consumer credit instruments to finance their purchases of consumer
durables. At the same time, some banks also became less accommodating in
extending credit to certain clients, as part of their credit risk assessment strategies.
Bank credit to the corporate sector still grew appreciably during 1999.

An analysis of the banks’ claims on the domestic private sector by type of credit
extension revealed that the lower growth in credit extension during 1999 occurred
mainly in the area of mortgage advances. The twelve-month rate of increase in mort-
gage advances sagged from 9,1 per cent in January 1999 to 3,8 per cent in October
and November as activity dwindled in the real-estate market and the construction
industry. Around the end of the year a recovery in the real-estate market helped to
boost the twelve-month growth in banks’ mortgage advances to 4,1 per cent in
December 1999 and 4,0 per cent in January 2000.

Instalment sale credit and leasing finance also showed signs of stronger growth
towards the end of 1999. Partly reflecting the weak demand for consumer durables,
the growth over twelve months in instalment sales and leasing finance turned nega-
tive in July and August 1999 and fluctuated around an average rate of 0,4 per cent
from September to November, but accelerated somewhat to 1,3 per cent in

37

SARESERVE BANK

QUARTERLY BULLETIN March 2000



December. In January 2000 the growth over one year in instalment sale credit and
leasing finance fell back to 0,9 per cent. New business pay-outs of such credit rose
from less than R9 billion in the first quarter of 1999 to R11,8 billion in the fourth quar-
ter as purchases of durables firmed and business investment in machinery and
equipment began to pick up.

The main thrust for growth in credit extension during 1999 was the “other loans and
advances” extended by banks. Although well down from year-on-year growth of
31,4 per cent in January 1999, this credit category was still growing at a twelve-
month rate of 16,6 per cent in December and 19,5 per cent in January 2000,
exceeding all of the conventional measures of inflation by a substantial margin. Most
of the increase during 1999 constituted credit extension to the corporate sector. The
relative stability of the exchange rate of the rand and declining cost of credit encour-
aged the corporate sector to substitute domestic debt for foreign credit. Businesses
also developed a strong demand for credit to replenish inventories that had fallen to
exceptionally low levels by the end of the first quarter of 1999.

Interest rates and yields

Bond yields moved along a steady upward trend from March to September 1999,
mainly driven by lingering concerns about financial stability in emerging markets
generally and rising yields in the main financial centres of the world. Domestic mar-
ket sentiment changed rather abruptly, and from about mid-September 1999 bond
yields started to decline. A number of factors could have contributed to the fairly
rapid decline in bond yields in the fourth quarter of 1999. These include
- the decline in the securities repurchase rate of the Reserve Bank and other

short-term interest rates;
- fiscal consolidation as reflected by the shrinking public-sector borrowing

requirement, and prospects for a reduced supply of public-sector securities in
the domestic capital market;

- the relative strength of the rand;
- progress made with the reduction of the net oversold position in foreign cur-

rency of the Reserve Bank;
- the high level of the country’s readiness for the millennium changeover;
- prominent foreign fund managers voicing their preference for South Africa as

an investment destination;  and
- expectations of a more favourable country rating by international credit rating

agencies.
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Credit extended to the private sector by type of credit
Percentage change over twelve months

1999 2000

Sep Oct Nov Dec Jan

Mortgage advances................. 4,4 3,8 3,8 4,1 4,0
Instalment sale and 

leasing finance ..................... 0,5 0,3 0,5 1,3 0,9
Investments.............................. 47,6 24,5 12,2 22,9 15,3
Bills discounted........................ -19,3 -20,8 -28,2 -14,2 -27,7
Other loans and advances . . . . . . . . . 22,1 15,2 17,2 16,6 19,5
Total......................................... 11,7 8,1 8,4 9,1 9,7



The bull market in bonds took the monthly average yield on long-term government
bonds from 15,3 per cent in September 1999 to 13,5 per cent in February 2000,
approaching the pre-crisis low of 12,9 per cent recorded in April 1998. Despite an
occasional upward spike, the downward movement in rates progressed relatively
smoothly. The daily average yield on long-term government bonds moved down-
wards from 15,58 per cent on 16 September 1999 to below the 15 per cent mark
in October and dipped briefly below 14 per cent in November. After a brief upward
correction in November 1999, bond yields resumed their downward trend and
moved from 14,32 per cent on 30 November to 13,65 per cent at the end of
December, taking the decline in bond yields from the beginning to the end of 1999
to almost 300 basis points.

Some nervousness and profit taking in the international and domestic financial mar-
kets caused long-term yields to rise briefly in the first week of January 2000, but the
bull market resumed soon afterwards and the yield on long-term government  bonds
declined to 13,12 per cent on 18 January 2000. In the ensuing period the height-
ened volatility in the exchange rate of the rand contributed to bond yields rising to
13,73 per cent at the end of January 2000 before receding to 13,68 per cent on 29
February.
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Money market interest rates eased considerably during 1999. The pace of decline,
however, slowed down from the fourth quarter of 1999. The repurchase rate of the
Reserve Bank, which had been declining by one basis point a day from 30
September 1999, was fixed at 12,00 per cent on 25 November 1999 when the
Monetary Policy Committee of the Reserve Bank suspended the variable-rate auc-
tion system. This was a temporary measure to allay fears of disruption in the money
and securities markets at the turn of the millennium. Simultaneously with the deci-
sion to fix the repurchase rate, the marginal lending rate was lowered from 15 per-
centage points to 5 percentage points above the repurchase rate.

With the repurchase rate fixed over the year-end period, the money market rates
displayed little variation. For instance, the tender rate on 91-day Treasury bills, which
had declined from 10,93 per cent at the end of September 1999 to 10,70 per cent
immediately before the meeting of the Monetary Policy Committee in November,
remained within a narrow range of between 10,69 per cent and 10,71 per cent in
the six weeks following the meeting. It was only on 7 January 2000, when expecta-
tions were rife that official interest rates would move down, that the tender rate on
91-day Treasury bills declined to 10,56 per cent. The publicly indicated interbank call
money rate, after having stayed unchanged at 10,50 per cent from early October
1999, was also adjusted downwards to 10,25 per cent on 10 January 2000.
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At the meeting of the Monetary Policy Committee held on 13 and 14 January
2000 it was decided that the re p u rchase rate of the Reserve Bank should be
determined at the daily auction through the system of tendering in accor-
dance with the agreed signalling pro c e d u res. The Committee concluded that
a reduction of 25 basis points in the re p u rchase rate from 12,00 per cent to
11,75 per cent was appropriate and indicated that the daily liquidity re q u i re-
ment of the banks would be managed in a way which would ensure that the
re p u rchase rate would remain at or around that level. This has resulted in the
stabilisation of the re p u rchase rate at 11,75 per cent from 14 January 2000.

Following the resumption of the variable-rate auctions and the decline of 25
basis points in the re p u rchase rate on 14 January 2000, private banks low-
e red their prime overdraft rates by 100 basis points from 15,50 per cent to
14,50 per cent, effective on dates ranging from 19 to 26 January. The pub-
licly disclosed interbank call money rate also moved down to 10 per cent on
14 January 2000 and 9,50 per cent on 21 January, restoring the margin of 5
p e rcentage points between the prime overdraft rate and the interbank call
money rate. Thus, the margin was re s t o red to the one that had prevailed prior
to 10 January 2000.

The changes in other money market rates were more in sympathy with the
movement of 100 basis points in the prime overdraft rate in January 2000,
than with the decline of 25 basis points in the Reserve Bank’s re p u rc h a s e
rate. For example, the 91-day Treasury bill rate, which had stood at 10,71
per cent at the end of December 1999, declined to 9,78 per cent at the end
of January 2000. Similarly, throughout November 1999 the rate on b a n k e r s ’
a c c e p t a n c e s with a maturity of three months remained at 10,99 per cent,
declining slightly to 10,93 per cent at the year-end. This rate then fell to sin-
gle-digit levels from 21 January 2000, reaching a level of 9,84 per cent on
29 February 2000.

T h e yield curve drifted lower over its entire maturity spectrum fro m
September 1999 and flattened somewhat as yields on bonds with long unex-
p i red maturities declined more than yields on short-dated securities. The flat-
tening of the yield curve during the fourth quarter was the result of rallies at
the longer end of the maturity spectrum. These movements followed the
sharp reduction in short-term interest rates earlier in the year, which appar-
ently had no adverse effects on inflation expectations. The yield curve steep-
ened briefly when short-term interest rates responded to the decline in the
re p u rchase rate of the Reserve Bank, but flattened somewhat when long-
term yields resumed their downward movement.
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The general downward movement of long-term yields signalled a re l a t i v e l y
sanguine outlook for inflation over the longer term. The currency risk pre m i-
ums (measured as the diff e rence between the nominal yield on govern m e n t
bonds with an outstanding maturity of five years in the domestic market and
in the United States market) built into the prices of South African bonds also
declined. Inflation expectations according to this measure were, on average,
slightly lower in the last half of 1999 than the pre-crisis level in the first half
of 1998.

The inflation-adjusted yield on long-term government bonds declined from 6,9 per
cent in September 1999 to 5,0 per cent in January 2000 when core inflation is
used to measure the rise in the general level of prices. The real bond yield re c e d-
ed to a level last re c o rded in August 1997 while the real prime overdraft rate
declined even more substantially to levels last observed in 1994.

The private banks kept the predominant rate on mortgage loans unchanged at
15,5 per cent from October 1999 to January 2000. With the resumption of the vari-
able-rate auction for central bank funds on 14 January, the banks announced a
reduction of 100 basis points in the mortgage loan rate to 14,5 per cent fro m
February 2000.
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The changes in the predominant rate on twelve-month fixed deposits with banks
displayed a pattern broadly similar to that of mortgage rates. The twelve-month
deposit rate remained broadly unchanged at 9,5 per cent from October 1999 to
January 2000, before dropping to 8,5 per cent in February 2000. The diff e re n c e
between this deposit rate and the month-end prime overdraft rate narrowed fro m
600 basis points in October 1999 to 500 basis points in January 2000, i.e. to a
level that was lower than the pre-crisis diff e rential of 575 basis points in the first
five months of 1998. In February 2000 the diff e rential widened to 600 basis points. 

Money market

Relatively easy money market conditions during the early months of 1999 made way
for a considerable tightening of liquidity conditions from May to August, but in the
last four months of 1999 the Reserve Bank deliberately eased conditions in order to
allay fears of a severely tight market situation at the end of that year. The average
daily liquidity requirement of the banks consequently decreased from R13,5 billion in
August 1999 to a low of R4,9 billion in December.

The Reserve Bank’s actions in adding liquidity to the money market in the fourth
quarter of 1999 consisted, first and foremost, of working down the special foreign
exchange intervention swaps with major banking institutions. These measures were
essentially the reversal of the earlier steps for draining liquidity from the money mar-
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ket by means of appropriately structured foreign currency swaps. The result was
that the value of the outstanding special swap transactions declined from R12,0 bil-
lion at the end of July 1999 to R4,3 billion at the end of December.

Other measures taken by the Reserve Bank to inject liquidity into the market during
the fourth quarter of 1999 included a reduction in the amount of its own outstand-
ing debentures from R4,96 billion at the end of September 1999 to R1,0 billion at
the end of December. The Bank also refrained from rolling over all of its reverse
re p u rchase transactions in government securities with private-sector parties.
Outstanding reverse repurchase transactions accordingly fell from R2,0 billion at the
end of October 1999 to R1,0 billion at the end of December.

The Reserve Bank’s liquidity injection operations were further augmented by an
i n c rease of R5,1 billion in its net foreign assets in the fourth quarter of 1999 when
n o n - resident investors were aggressively buying South African shares and gov-
e rnment bonds. The easing of these factors was neutralised to some extent by a
sharp increase in the value of notes and coin in circulation outside the Reserve
Bank, which rose by an unseasonally high R6,3 billion during November and
December 1999. Furthermore, surpluses arising from the Reserve Bank’s involve-
ment in forward foreign exchange transactions drained some liquidity from the
money market in the last six months of 1999. The Bank provided liquidity to the
full extent of the private banks’ needs throughout the last four months of 1999,
except on 7 September when more liquidity than  the re q u i red amount was pro-
vided as a signal that the decline in the re p u rchase rate should be accelerated.

After the year-end and the smooth transition to the new millennium, the Reserve
Bank once more began to raise the private banks’ reserve dependency on central
bank funding. The Bank entered into special foreign exchange intervention swaps
with banks to drain liquidity from the market and also increased the amount of
reverse re p u rchase transactions with private-sector parties from R1 billion to R2 bil-
lion. These liquidity-draining operations were partly counteracted by a net re d u c-
tion in the amount of notes and coin in circulation outside the Reserve Bank and
by an increase by the Bank in its holdings of net foreign assets. Despite these liq-
uidity injections, the daily liquidity re q u i rement rose to an average value of R5,7 bil-
lion in January 2000.

The liquidity-draining operations of the Reserve Bank were given further impetus
when the Bank increased the weekly issuance of its own debentures from R250 mil-
lion to R500 million on 9 February 2000.

Bond market

Concerted efforts to put public finances on a sound footing paid off further in the first
t h ree quarters of fiscal 1999/2000 when the public-sector borrowing re q u i re m e n t
declined decisively. Total net issues of fixed-interest securities in the domestic primary
bond market accordingly declined from R5,3 billion in the second quarter of 1999 to
R3,1 billion in the third quarter, followed by the net re t i rement of public-sector debt to
the value of R5,2 billion in the fourth quarter. In the nine months from April to December
1999, total net issues of fixed-interest securities amounted to R3,2 billion – well below
the net amount of R7,3 billion issued in the corresponding period of 1998.

The improved sentiment of international investors towards emerging markets allowed
public-sector borrowers to access the international primary bond markets. P u b l i c - s e c-
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tor borrowers raised R9,5 billion through foreign-currency denominated bonds i s s u e d
f rom April to December 1999 – national government raised R8,2 billion and public cor-
porations R1,3 billion. They refrained, however, from issuing any r a n d-d e n o m i n a t e d
b o n d s in the euro market.

The decline in bank lending rates and in short-term interest rates generally stifled the
demand for bond financing by private-sector companies and no rights issues of
preference shares and debentures were made from January 1999 to January 2000
by companies listed on the Johannesburg Stock Exchange. The nominal value of
listed fixed-interest securities of private-sector companies on the Bond Exchange of
South Africa increased by a net amount of R1 billion in 1999.

Trading activity on the Bond Exchange of South Africa was boosted by price volatil-
ity in the market. Turnover in the secondary bond market increased from an already
high R8,5 trillion in 1998 to an annual turnover of R8,8 trillion in 1999. The quarter-
ly 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, but then receded to R2,2 trillion in the fourth
quarter. With the subsequent heightened volatility in bond yields, turnover increased
to an estimated quarterly rate of R2,7 trillion in January and February 2000.

Foreign participation did not keep pace with the level of turnover in the domestic sec-
ondary bond market in 1999: the g r o s s transactions value of non-residents’ purc h a s e s
and sales as a percentage of total purchases and sales declined from 16,2 per cent in
1998 to 12,7 per cent in 1999. On a n e t basis, non-residents bought bonds to the value
of R14,3 billion in 1999 as a whole. The quarterly value of net purchases of bonds by
n o n - resident investors fell back somewhat from R4,1 billion in the second quarter of
1999 to R2,2 billion in the third quarter. However, as millennium concerns about emerg-
ing markets abated, non-residents acquired bonds to the value of R3,9 billion in
N o v e m b e r. The total increase in non-residents’ holdings of bonds in the fourth quarter
amounted to R6,1 billion. In 2000 to the end of February, non-resident holdings of South
African debt securities have decreased by a small amount of R35 million.

Share market

The total value of capital raised in the primary share market by companies listed on
the Johannesburg Stock Exchange fell by more than 55 per cent from a record
amount of R88 billion in 1998  to R39 billion in 1999. New listings declined from 101
in 1998 to 74 in 1999. The quarterly value of capital raised declined from R14,8 bil-
lion in the second quarter of 1999 to R9,2 billion in the third quarter and R7,3 billion
in the fourth quarter. This decline also reflected uncertainties about the sustainabili-
ty of the current upturn in economic activity. Subsequently, the value of capital raised
decreased further from a monthly average of R2,4 billion in the fourth quarter of
1999 to R1,9 billion in January 2000.

The strong recovery in share prices throughout 1999 boosted trading activity in the
secondary share market. The value of shares traded on the Johannesburg Stock
Exchange rose to R448 billion in 1999 which was 40 per cent more than in 1998.
The quarterly value of shares traded receded somewhat from R128 billion in the third
quarter of 1999 to R119 billion in the fourth quarter, but volatility in share prices
fuelled trading activity in the first two months of 2000. The value of shares traded
increased from a monthly average of R39,5 billion in the fourth quarter of 1999 to
R49 billion in January and R50 billion in February 2000.
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The decline in non-residents’ net acquisitions of shares on the Johannesburg Stock
Exchange in the months from August to November 1999, reflected foreign investor
nervousness ahead of the millennium changeover. The value of net purchases of
shares by non-residents fell back from a quarterly high of R18,2 billion in the third
quarter of 1999 to R6,9 billion in the fourth quarter. On a net basis, non-residents
increased their holdings of South African listed shares by R40,6 billion in 1999,
slightly less than the annual record of R42,3 billion set in 1998. The value of non-
resident investors’ purchases and sales also broadly kept pace with the growth in
total turnover on the Johannesburg Stock Exchange and maintained an average
level of 27 per cent in 1999. Non-residents’ net purchases of listed shares dwindled
to R93 million in January 2000 and R772 million in February when the strong rally in
share prices over the year-end lost some momentum. 
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Along with share price movements in the major international financial centres, the
monthly average price level of all classes of shares on the Johannesburg Stock
Exchange increased, on balance, by 73 per cent from September 1998 to February
2000. Converted into dollars, share prices rose by 69 per cent. The largest month-
ly increase during this period was recorded in December 1999 when share prices
rose by just more than 10 per cent. More than half of the overall gains since
September 1998 have occurred from September 1999 to January 2000.

The daily all-share price index increased strongly from 22 September 1999 and
reached a new all-time high on 20 December 1999. The share market hesitated
somewhat in the first days of January 2000 but then rallied to a new record level on
17 January 2000. In the ensuing period, share prices fell back by 13 per cent to the
end of February 2000.

The strong gains in the overall index were motivated by the improvement in domes-
tic economic activity and prospects for higher corporate earnings. The increase in
the overall index was driven by the financial sector which gained from lower interest
rates and consequent higher volumes of transactions, the resources sector which
gained from rising commodity prices and the industrial sector which benefited from
the improvement in overall economic conditions.
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The prices of gold-mining shares fluctuated widely in the second half of 1999. The
increase of almost 50 per cent in the monthly average price level of gold-mining
shares from July 1999 to October was, by and large, based on an increase of almost
$73 in the daily average price of gold per fine ounce. When the dollar price of gold
fell, the average monthly value of the price index of gold-mining shares declined by
11,2 per cent from October 1999 to December. In January and February 2000 the
average price level of gold-mining shares increased by 10 per cent.

The strong increase in share prices led to a decrease in the monthly average divi -
dend yield on all classes of shares from 3,5 per cent in September 1998 to 1,9 per
cent in January 2000 – i.e. slightly lower than the pre-crisis level in 1998. The month -
ly average earnings yield on all classes of shares, excluding gold-mining shares,
declined from 10,2 per cent in September 1998 to 6,1 per cent in January 2000.
The price-earnings ratio of all classes of shares, apart from gold shares, mirrored the
movement in the earnings yield, and rose sharply from 9,8 in September 1998 to
16,4 in January 2000. The ratio in January 2000 was almost equal to the pre-crisis
upper turning point of 16,9 in May 1998.

Market for derivatives

Price movements in securities spurred heightened activity in the formal derivatives
market. Interaction between trading strategies in futures and options contracts and
transactions in underlying securities, together with non-resident participation, further
supported derivatives trading.

The combined number of f u t u r e s and options on futures contracts traded on the
South African Futures Exchange – almost exclusively equity index contracts – ro s e
by 16 per cent from 16,1 million in 1998 to 18,7 million in 1999. The quarterly num-
ber of these contracts traded decreased from an all-time high of 5,7 million in the
second quarter of 1999 to a still very high level of 4,3 million in the fourth quarter.
The number of contracts traded increased somewhat from a monthly average of
1,4 million in the fourth quarter to 1,5 million in January 2000 and 1,7 million in
F e b r u a r y.

Trading in commodity futures contracts and options on such contracts on the
South African Futures Exchange, mainly maize contracts, was lively in 1999 and
m o re than trebled to 249 900 contracts. The increase in volume resulted from the
i n t roduction of more regular monthly contracts and broader participation in the
market. This reflected greater understanding of the management of agricultural
price risk. The quarterly number of contracts traded re c o rded an all-time high of
81 400 in the fourth quarter of 1999. Trading decreased from a monthly average
of 27 100 contracts in the fourth quarter of 1999 to 24 000 contracts in January
2 0 0 0 .

The number of trades conducted in warrants on the Johannesburg Stock Exchange,
mostly warrants on individual listed shares, more than doubled from 1,2 billion in
1998 to 2,8 billion in 1999. The market for warrants reached a quarterly all-time high
of 1,5 billion trades in the fourth quarter of 1999 as participants became more famil-
iar with this derivative instrument, and the underlying shares recorded impressive
price increases. Trading increased further from a monthly average of 509 million
trades in the fourth quarter of 1999 to 769 million trades in January 2000. The first
warrant on bonds was introduced in October 1999;  3,4 million trades in these war-
rants were concluded before the end of 1999.
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Real-estate market

Activity in the real-estate market bounced back from its depressed levels in late
1998 and early 1999 and has returned to higher levels in recent months as the
reduction in mortgage bond rates found a response in rising turnovers.

The value of real-estate transactions increased from a low of R5,7 billion in the first
quarter of 1999 – its lowest level since 1995 – to R9,2 billion in the fourth quarter.
Real-estate transactions to the value of R3,4 billion were recorded in November, the
highest monthly value since August 1998. The total value of transactions in 1999
was, however, still 9,5 per cent below that of 1998.

Despite the strong increase in the number of real-estate transactions from April
1999, the total number of such transactions in 1999 was still 17,9 per cent less than
in 1998. The average nominal value per real-estate transaction increased by 9,6 per
cent in 1999 relative to its level in 1998. 
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Non-bank financial intermediaries

Share price movements and changes in the overall level of interest rates and yields
in 1998 and 1999 led to significant asset revaluations, shifts between asset classes
and volatile net portfolio investment flows among non-bank financial intermediaries.

In the South African unit trust industry, for example, asset revaluation had a signifi -
cant impact on balance sheet values during 1998 and 1999. The market value of the
net assets of unit trusts (excluding those classified as “fund of funds”) decreased
from R85,2 billion in April 1998 to R61,7 billion in August 1998, causing the market
value to decline below the corresponding book value. The market value of net assets
once again exceeded the book value from October 1998 and increased markedly to
R108 billion in December 1999.

Uncertainty in the financial markets led to a shift in portfolio allocation in favour of
money market instruments. The decline in holdings of ordinary shares, at market
value, was almost exactly mirrored by an increase in cash and deposits. The value
of net assets of money market funds as a percentage of the market value of net
assets of all unit trusts increased from 11 per cent in April 1998 to 24 per cent in
December 1999.

Asset price volatility and uncertainty also caused fluctuations in the net acquisition
of units in unit trusts. The more cautious stance by investors led to a decline in the
net sales of units by unit trusts from R4,9 billion in the first quarter of 1998 to R2,8
billion in the third quarter of 1998. However, as the general upward trend in asset
prices gathered momentum, net sales of units increased to R27,7 billion in 1999
c o m p a red with R17,1 billion in 1998.
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Public finance

Public-sector borrowing requirement

The financial activities of the public sector (i.e. the consolidated central government,
provincial governments, local authorities and non-financial public enterprises and
corporations), ended in a surplus of R7,6 billion in the October to December quar-
ter of fiscal 1999/2000 – the first such surplus since quarterly estimates of the pub-
lic-sector borrowing requirement were introduced in 1991. This reduced the public-
sector borrowing requirement for the first nine months of fiscal 1999/2000 to R10,3
billion compared with R18,9 billion in the corresponding period of the previous fiscal
year. As a ratio of gross domestic product, the public-sector borrowing requirement
declined from 3,3 per cent in the first nine months of fiscal 1998/99 to 1,7 per cent
in the first nine months of fiscal 1999/2000.

The improvement in the accounts of the public sector in the first nine months of fis-
cal 1999/2000 was caused by a reduction in the borrowing needs of the non-finan -
cial public enterprises and corporations, and of general government. The financial
results of the non-financial public enterprises and corporations indicated a deficit of
R1,5 billion in the first nine months of fiscal 1999/2000 compared with a deficit of
R5,0 billion in the corresponding period of the previous fiscal year. The financial
activities of general government resulted in a surplus of R8,0 billion in the October
to December quarter of fiscal 1999/2000. The general government’s borrowing
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requirement for the first nine months of the current fiscal year totalled R8,7 billion
which was 37,0 per cent lower than its borrowing requirement in the corresponding
period of the previous fiscal year.

The consolidated central government recorded a surplus of R7,2 billion in the
October to December quarter of fiscal 1999/2000. There was a surplus of only R1,4
billion in the corresponding period of the previous fiscal year. The deficit on the
accounts of the consolidated central government was R9,4 billion in the first nine
months of fiscal 1999/2000 – 42,9 per cent lower than a year earlier. Better finan-
cial management, along with the proceeds derived from the restructuring of public
assets, contributed most to the healthier financial position of govern m e n t .
Restructuring proceeds in the first nine months of fiscal 1999/2000 amounted to
R4,5 billion, of which the restructuring of Sasria contributed R4,4 billion. The finan-
cial position of the social security funds and the extra-budgetary accounts also
improved in the first nine months of fiscal 1999/2000.

The consolidated balance of provincial governments improved from a surplus of
R0,6 billion in the October to December quarter of fiscal 1998/99 to a surplus of
R1,0 billion in the corresponding quarter of fiscal 1999/2000. This brought the fiscal
balances of the provincial governments for the first nine months of fiscal 1999/2000
to a surplus of R1,0 billion, well down from the surplus of R3,3 billion in the corre-
sponding period of the previous fiscal year. The main reason for the smaller surplus
was a reduction in transfers from national government to provincial governments.
The provincial governments’ deposits with private banks increased from R2,7 billion
at the end of March 1999 to R4,3 billion at the end of December 1999 and their
combined indebtedness to commercial banks increased from R0,9 billion to R1,5
billion over the same period. 

National government finance

National government expenditure amounted to R50,5 billion in the October to
December quarter of fiscal 1999/2000, bringing this expenditure in the first nine
months of fiscal 1999/2000 to R160,5 billion or 74,0 per cent of the budgeted
expenditure for the year as a whole. The year-on-year rate of increase in government
expenditure was 6,4 per cent in the first nine months of fiscal 1999/2000, slightly
ahead of the budgeted rate of increase of 5,9 per cent for the fiscal year as a whole.
National government expenditure increased at a lower rate in the current fiscal year
than in the corresponding period of the previous fiscal year when it rose by 9,1 per
cent, and was also lower than the average year-on-year rate of increase of 11,6 per
cent in the first nine months of the preceding five fiscal years.

Included in the expenditure total for the current fiscal year is an amount of R2,0
billion which arose from the revaluation at the contemporaneous exchange rate of
a foreign loan that fell due in December 1999. If this non-re c u r rent cost item is
excluded, the increase in government expenditure would have been 5,1 per cent
in the first three quarters of fiscal 1999/2000, not 6,4 per cent. In the Medium
Term Budget Policy Statement presented to Parliament on 29 October 1999, the
Minister of Finance announced that he intended to exclude such losses fro m
e x p e n d i t u re in future .
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I n t e rest payments on government debt amounted to R27,6 billion in the first nine
months of fiscal 1999/2000, re p resenting a year-on-year rate of increase of only 2,4
per cent, compared with an increase of 9,0 per cent in the first nine months of fiscal
1998/99. Fiscal consolidation, i.e. declining budget deficits and slower growth in gov-
e rnment debt, along with the decline in money and capital market interest rates, were
the main reasons for the relatively small increase in government interest payments.
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National government expenditure as a ratio of gross domestic product was 26,3 per
cent in the first nine months of fiscal 1999/2000, slightly lower  than the 26,7 per
cent recorded in the corresponding period of the preceding fiscal year. After allow-
ing for cash-flow adjustments associated with funds requested and allocated to the
departments but not yet spent, government expenditure increased by 7,5 per cent
in the first nine months of fiscal 1999/2000.

If national government expenditure in January 2000 is also taken into consideration,
the year-on-year rate of increase in the first ten months of fiscal 1999/2000 came to
6,2 per cent. The cash-flow adjusted expenditure in the first ten months of fiscal
1999/2000 amounted to R175,0 billion, or was 6,5 per cent higher than the R164,3
billion recorded in the same period of the previous fiscal year.

National government revenue (excluding extraordinary revenue) amounted to R52,7
billion in the October to December quarter of fiscal 1999/2000, bringing revenue col-
lections in the first nine months of fiscal 1999/2000 to R141,7 billion or 73,9 per cent
of the budgeted revenue for the year as a whole. Year on year, national government
revenue increased by 8,2 per cent in the first nine months of fiscal 1999/2000 com-
pared with the previous year. The Budget for fiscal 1999/2000 envisaged an
increase of 4,8 per cent on the actual collections of the previous fiscal year.
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The higher-than-budgeted rate of increase in government revenue could mainly be
attributed to sharp increases in the receipts of income tax and value-added tax.
Income tax receipts increased at a year-on-year rate of 7,7 per cent in the first nine
months of fiscal 1999/2000 compared with the 3,4 per cent envisaged in the Budget.
The gains in income-tax collections were essentially the result of better management
and the implementation of more efficient practices and pro c e d u res by the South
African Revenue Service (SARS). The introduction of a new electronic administration
and information system in December 1999 will further improve the ability of SARS to
maximise revenue collections. 

Receipts from value-added tax increased at a year-on-year rate of 11,2 per cent in
the first nine months of fiscal 1999/2000 against a budgeted rate of increase of 7,7
per cent for the year as a whole. This higher-than-budgeted rate of increase could
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Percentage increase in national government revenue in fiscal 1999/2000

Revenue source Budgeted Actual

Full Year April - Dec

Inland revenue............................................ 5,2 8,9
Income tax............................................. 3,4 7,7
Value-added tax ................................... 7,7 11,2
Other inland revenue.............................. 5,6 21,6

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

Total revenue.............................................. 4,8 8,2



be attributed to the higher-than-expected increases in final consumption expendi-
ture by households and fixed capital expenditure by businesses.

Receipts from customs and excise duties increased at a year-on-year rate of 2,8 per
cent in the first nine months of fiscal 1999/2000 against a budgeted rate of increase
of 1,8 per cent for the year as a whole.

As a ratio of gross domestic product, national government revenue was 23,2 per
cent in the first nine months of fiscal 1999/2000, which equaled the rate recorded
in the corresponding period of the previous fiscal year.

After allowing for other receipts and cash-flow adjustments resulting from funds sur-
rendered by government departments to the Exchequer, national government rev-
enue amounted to R144,2 billion in the first nine months of fiscal 1999/2000. This
represents a rate of increase of 9,4 per cent in the first nine months of fiscal
1999/2000 compared with the corresponding period of the previous fiscal year.

National government revenue in January 2000 amounted to R15,8 billion and brought the
revenue for the first ten months of fiscal 1999/2000 to R157,4 billion or 7,3 per cent more
than in the same period of fiscal 1998/1999. This rate of increase in national govern m e n t
revenue was once again due to sustained strong growth in income tax and value-added
tax collections. National government revenue, adjusted for cash flows, amounted to
R160,0 billion or was 8,3 per cent more than in the first ten 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 amounting to R18,8 bil-
lion in the first nine months of fiscal 1999/2000. As a ratio of gross domestic prod-
uct, the deficit before borrowing and debt repayment amounted to 3,1 per cent in
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the first nine months of fiscal 1999/2000. This can be compared with the 3,5 per
cent realised in the corresponding period of the previous fiscal year. Given the sea-
sonal pattern of the deficit in previous years, the containment of expenditure and the
strong showing of revenue collections, it seems probable that the fiscal targets for
the full fiscal year will be achieved.

The deficit in the first nine months of fiscal 1999/2000 came to 74,9 per cent of the
deficit budgeted for the year as a whole. This was lower than the 83,8 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 R17,0 billion
in the first nine months of fiscal 1999/2000.

The net result of the national government’s revenue and expenditure in January 2000
was a surplus of R0,4 billion, which brought the national government deficit before
borrowing and debt repayment in the first ten months of fiscal 1999/2000 to R18,4
billion. The deficit before borrowing and debt repayment, adjusted for cash flows,
amounted to R15,1 billion in the first ten months of fiscal 1999/2000. The deficit was
financed as indicated in the accompanying table:

Long-term funding was obtained at an average rate of 14,1 per cent per annum and
short-term instruments were sold at an average rate of 12,4 per cent per annum in the
first ten months of fiscal 1999/2000. These rates can be compared with a Budget
assumption of 14,0 per cent. Domestic loans of R10,8 billion and a foreign loan of $750
million were redeemed up to the end of December 1999. Extraordinary receipts include
p roceeds from the restructuring of Sasria and the selling of an equity interest in ACSA,
which together amounted to R4,5 billion.

The borrowing requirement of national government plus the discount on new gov-
ernment stock issued and the revaluation of foreign debt, taking into account
changes in the exchange rate, led to an increase in the total debt of national gov -
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Financing of national government deficit in the first ten months of fiscal
1999/2000

Financial instruments R millions

Domestic capital market
Government bonds (including discount) .................................................................. 6 394
Less: Discount on government bonds .................................................................... 2 772
Net receipts from government bonds issued ........................................................ 3 622

Treasury bills.................................................................................................................. 2 704
Extraordinary receipts 

Demutualisation levy ................................................................................................ 577
Restructuring proceeds............................................................................................ 4 478
International Monetary Fund .................................................................................... 8
Strategic Fuel Fund.................................................................................................. 189

Extraordinary payments.................................................................................................. -160
Foreign loans ................................................................................................................ 5 634
Redemption of Section 239-debt*.................................................................................. -180
Redemption of Namibian debt ...................................................................................... -272
Non-marketable securities.............................................................................................. -5
Change in available cash balances (increase-,decrease+).............................................. -1 519
Total net financing ........................................................................................................ 15 076

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



ernment from R377,7 billion at the end of March 1999 to R391,4 billion at the end
of December 1999. As a ratio of gross domestic product, government debt
decreased from 49,9 per cent at the end of March 1999 to 48,9 per cent at the end
of December 1999. The debt of national government receded further to R390,3 bil-
lion at the end of January 2000.

The Budget for the fiscal years 2000/01 to 2002/03

The Minister of Finance presented his Budget proposals for the 2000/2001 fiscal
year to Parliament on 23 February 2000. In his address the Minister reaffirmed gov-
ernment’s commitment to a strategy for accelerated and sustainable economic
growth, employment creation and development, improved public-service delivery
and an equitable distribution of income.

The Minister announced the introduction of inflation targeting as a new mone-
tary policy framework. Inflation targeting is expected to increase the trans-
p a rency of the Reserve Bank’s policy intentions and improve the co-ord i n a t i o n
of macroeconomic policies. The aim of the new framework is to curb the infla-
tion expectations of producers, employers and workers, and to provide consis-
tency in the conduct of monetary policy. The targeted price index is the curre n t
overall consumer price index,  excluding mortgage interest rates (CPIX). The
inflation target has been set at a range of between 3 per cent and 6 per cent
and the objective is to bring the average annual inflation rate within this range
by 2002.
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Further steps in the gradual dismantling of exchange controls were announced. 
These measures include the following:
- Companies will be allowed to make use of local cash holdings to finance new

foreign investments and repay foreign debt.
- Companies will be able to use corporate asset swaps to finance acquisitions

abroad.
- Pension funds, long-term insurers and unit trusts will be allowed to make for-

eign currency transfers in 2000/01, subject to certain limitations.
- Travel allowances have been increased.
- Conditions have been set for companies wishing to establish primary listings

offshore.
- Limits imposed on residents’ investments abroad have been raised.

The Budget for 2000/01 was based on three fiscal policy considerations, namely
- reducing the overall burden of tax, so as to lower the cost of investment and

job creation, and release household spending power;
- providing for government’s social, development and infrastructural expendi-

ture responsibilities;  and
- lowering the budget deficit relative to the size of the economy in order to con-

tribute to lower interest rates and fiscal sustainability.

It was estimated that total government expenditure would increase to R233,5 billion in
fiscal 2000/01, or by 8,1 per cent over the revised estimates of expenditure in fiscal
1999/2000, and to R251,5 billion in fiscal 2001/02 and R266,7 billion in fiscal 2002/03.
This re p resents an average rate of increase of 7,3 per cent in the three-year medium-
term budget period. As a ratio of gross domestic product, total government expen-
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Comparison of the revised estimates for 1999/2000 and the 
2000/01 – 2002/03 Budget

1999/2000 2000/01 2001/02 2002/03

Revised estimates Budget Budget Budget

A n n u a l A n n u a l A n n u a l A n n u a l
c h a n g e c h a n g e c h a n g e c h a n g e

R bn Per cent R bn Per cent R bn Per cent R bn Per cent

Expenditure................... 216,0* 5,5 233,5 8,1 251,5 7,7 266,7 6,0
Capital...................... 8,8** 6,5 7,5 -14,8 8,2 9,3 8,6 4,9
Interest..................... 44,5 4,2 46,5 4,5 49,5 6,5 51,0 3,0
N o n - i n t e rest 
re c u r re n t................... 162,7 8,1 179,5 10,3 193,8 8,0 207,1 6,9

Revenue........................ 196,3 7,3 210,4 7,2 227,4 8,1 243,6 7,1
Deficit before

borrowing and 
debt repayment ...... 19,7 23,1 24,1 23,1

Deficit as a ratio 
of gross domestic 
product.................... 2,4 2,6 2,5 2,2

* Excluding the revaluation of maturing foreign loans in 1999/2000.  If included, total expenditure
for 1999/2000 would amount to R218,0 billion, and the deficit would be 2,7 per cent of the esti-
mated gross domestic product

** Including a transfer of R855 million to the Umsobomvu Fund



diture is expected to amount to 26,4 per cent in fiscal 2000/01 compared with the
revised estimate of 26,7 per cent in 1999/2000. The expectation is that this ratio will
decrease to 26,2 per cent in fiscal 2001/02 and to 25,7 per cent in fiscal 2002/03.

The growth in interest payments on government debt is expected to increase from
4,2 per cent in fiscal 1999/2000 to 4,5 per cent in fiscal 2000/01 and 6,5 per cent
in fiscal 2001/02 before declining to 3,0 per cent in fiscal 2002/03. As a ratio of total
expenditure, interest payments are expected to decline from an estimated 20,6 per
cent in fiscal 1999/2000 to 19,9 per cent in fiscal 2000/01. The non-interest current
expenditure is expected to increase from R162,7 billion in fiscal 1999/2000 to
R179,5 billion in fiscal 2000/01 or by 10,3 per cent. More than 59,1 per cent of non-
interest current expenditure is to be transferred to provincial governments as condi-
tional grants and as their equitable share of government revenues. The nine
provinces will receive a total of R106,7 billion from national government in the com-
ing financial year, R6,6 billion more than in fiscal 1999/2000. 

Social-service expenditure remains the largest functional category of govern m e n t
spending, amounting to 44,7 per cent of the estimated total consolidated nation-
al government expenditure in 2000/01. Spending on social services is expected
to increase at an average rate of 5,6 per cent from fiscal 1999/2000 to 2002/03.

The share of government spending on defence was projected to grow at an
annual average rate of 15,8 per cent from fiscal 1999/2000 to 2002/03, re f l e c t-
ing the cost of the strategic armaments procurement package.
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Functional classification of the expenditure by consolidated national and
p rovincial governments and social security funds
Per cent of total expenditure

1999/2000 2000/01 2001/02 2002/03

General government services and 
unallocatable expenditure...................... 11,5 12,5 13,1 14,4

Protection services...................................... 14,5 15,2 15,3 15,2
Defence .................................................. 4,8 5,6 5,8 5,9
Police...................................................... 6,6 6,5 6,4 6,3
Prisons.................................................... 1,9 1,9 1,9 1,9
Justice.................................................... 1,2 1,2 1,2 1,1

Social services............................................. 45,7 44,7 43,9 43,3
Education................................................ 21,3 20,8 20,5 20,3
Health..................................................... 13,3 13,3 13,1 13,0
Social security and welfare...................... 8,8 8,6 8,3 8,0
Housing and community development.... 1,9 1,7 1,7 1,7
Other ...................................................... 0,4 0,3 0,3 0,3

Economic services ...................................... 8,5 8,5 8,8 8,8
Water schemes and related services....... 1,0 1,0 1,0 0,9
Fuel and energy...................................... 0,2 0,1 0,1 0,2
Agriculture, forestry and fishing............... 1,6 1,6 1,4 1,4
Mining, manufacturing and construction . 0,1 0,1 0,1 0,1
Transport and communication................. 4,1 3,6 3,6 3,6
Other economic services......................... 1,5 2,1 2,6 2,6

Interest......................................................... 19,8 19,1 18,9 18,3
Total............................................................. 100,0 100,0 100,0 100,0



Total government revenue (excluding extraordinary revenue) is estimated to increase to
R210,4 billion or by 7,2 per cent in fiscal 2000/01. This would take total government re v-
enue to 23,8 per cent of the projected gross domestic product compared with an esti-
mate of 24,3 per cent in fiscal 1999/2000. It is estimated that total national govern m e n t
revenue will increase at an average rate of 7,5 per cent in the three-year medium-term
budget period. The overall tax burden is expected to decrease from 24,7 per cent in fis-
cal 1999/2000 to 24,1 per cent in fiscal 2000/01 and to 23,9 per cent in fiscal 2002/03.

A skills development levy will be introduced on 1 April 2000 at a rate of 0,5 per cent
of payroll payments, with a subsequent increase to 1,0 per cent in the following year.
Income from this levy will be used to defray the cost of expenditure on training pro-
grammes. The strategy determines that 80 per cent of the levy collected should be
used to fund the various sectors’ education and training authorities and 20 per cent
be allocated to the National Skills Fund. The levy will be deductible from income tax,
resulting in a reduction in revenues from company tax. 

Specific tax adjustments were announced, giving relief to a broad range of individ-
ual taxpayers. The tax proposals and other measures include the following: 
- A single scale of rates was proposed for all individuals, reaching a maximum

marginal rate of 42 per cent at a taxable income of R200 000 a year.
- The primary rebate was increased from R3 710 to R3 800.
- The secondary rebate for individuals of 65 years and older was increased from

R2 775 to R2 900.
- A graduated rate structure was introduced for small and medium enterprises.
- The interest exemption was increased from R2 000 to R3 000 a year for all

taxpayers and from R2 000 to R4 000 a year for those aged 65 and over. This
exemption will also apply to taxable dividends.

- A tax on realised capital gains was proposed, with effect from 1 April 2001,
and will apply to gains accruing and realised after that date. It will not apply to
family homes, private vehicles or ordinary household possessions. Draft legis-
lation on this matter is to be released later this year.
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- A tax of R100 per departure on international air travel will be imposed from 1
August 2000. The tax will be payable by the airlines and recovered from trav-
ellers as an integral element of ticket prices.

- It is proposed that current practice will change to a residence-based income
tax for South African residents for the years of assessment commencing on
or after 1 January 2001. Foreign source dividends accruing to residents
became taxable as ordinary income with immediate effect.

- Excise duties on alcoholic beverages and tobacco were increased with effect
from 23 February 2000. Duties on soft drinks and mineral water were lowered.

- The levy on leaded and unleaded petrol was raised by 5 cents a litre and on
diesel by 3 cents a litre with effect from 5 April 2000. 

The net result of the budgeted expenditure of R233,5 billion and the estimated revenue of
R210,4 billion in fiscal 2000/01 is an estimated deficit before borrowing and debt repayment
of R23,1 billion, equal to 2,6 per cent of the projected gross domestic product. A primary
deficit (i.e. the deficit recalculated by excluding interest payments from total expenditure) of
2,6 per cent of gross domestic product is foreseen for fiscal 2000/01. This can be compare d
with the revised estimated primary deficit of 3,1 per cent of gross domestic product in fiscal
1999/2000. Government dissaving as a ratio of gross domestic product is expected to dete-
riorate slightly from 1,6 per cent in fiscal 1999/2000 to 1,7 per cent in fiscal 2000/01 before
i m p roving to 0,7 per cent in fiscal 2002/03.

After taking the scheduled loan redemptions of R17,0 billion into consideration,  the
g ross financing re q u i rement for fiscal 2000/01 is projected to amount to R40,1 billion.
This is expected to be financed as follows:

R billions
Domestically registered stock........................................................ 25,3
Extraordinary receipts.................................................................... 5,0
Treasury bills ................................................................................. 3,5
Foreign loans ................................................................................ 6,5
Other ........................................................................................... -0,2
Total financing.............................................................................. 40,1

Due to the low rate of increase in the borrowing re q u i rement and the proposed partial
funding of the deficit with the proceeds from the restructuring of state assets, the gov-
e rn m e n t ’s borrowing re q u i rement is not expected to add to existing pre s s u res in the
domestic capital market. To smooth the maturity profile of government debt, funding will
be obtained by issuing bonds with medium and long-term maturities. To ensure liquidity
t h roughout the yield curve, switch auctions will be conducted to re p u rchase bonds before
m a t u r i t y. Of the US$1,0 billion in foreign borrowing, about US$300 million will finance the
export credit agreement of the defence pro c u rement programme.  The restructuring of
South Africa’s government-owned assets will contribute R5 billion towards debt re d u c t i o n
in 2000/01, increasing to R10 billion in 2002/03. The government is committed to re s t r u c-
turing the four largest state-owned enterprises, namely Eskom, Telkom, Transnet and
Denel, to maximise economic efficiency and encourage competition.

It is estimated that government debt will increase from R372,5 billion or 49,4 per
cent of gross domestic product at the end of fiscal 1998/99 to R386,6 billion or 47,7
per cent of gross domestic product at the end of fiscal 1999/2000. Although gov-
ernment debt is budgeted to increase to R408,5 billion at the end of fiscal 2000/01,
it is expected that as a ratio of gross domestic product it will decline further to 46,1
per cent. Further decreases to 45,0 per cent of gross domestic product are envis-
aged for fiscal 2001/02 and 43,0 per cent for fiscal 2002/03.
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Statement of the Monetary Policy Committee
13 January 2000

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

The Monetary Policy Committee, meeting over two days on 12 and 13 January
2000, made a detailed assessment of changes in general economic conditions since
its last meeting on 24 November 1999. The main conclusions of the Committee are
summarised in this statement.

International economic developments

International economic indicators that have become available since the last meeting of
the Monetary Policy Committee generally confirm the improved world economic condi-
tions perceived at that time. The latest projections of the OECD have been revised
sharply upward. In the OECD Economic Outlook for December 1999 the growth in
world output is projected to accelerate from 3 per cent in 1999 to around 31⁄2 per cent
in both 2000 and 2001. Growth expectations for Africa, Asia and Latin America have
also improved.

Although the higher global economic growth is expected to take place under relative-
ly stable economic conditions, consumer price inflation has accelerated somewhat as
a result of higher oil and other international commodity prices. Mainly because of sup-
ply-side constraints, oil prices increased to an average level of US$25,50 per barrel in
December 1999, compared with just above US$10 a year ago. Concerns about infla-
tionary pressures arising from this and other developments caused the monetary
authorities of industrial countries to tighten monetary policy in the last half of 1999.
However, rates in emerging markets have generally been flat or trended downwards.

Domestic real economic developments

Recently released economic data confirm the previously noted improvement in
domestic economic activity. In particular, the composite coincident business cycle indi-
cator (an index derived from a range of statistics showing the present state of the busi-
ness cycle) displayed a sharp rise in the three-month period from June to August 1999.
Other economic indicators showing improved conditions include an increase in mining
production during September and October 1999, a rising trend in manufacturing out-
put in the second half of 1999, an increase in electricity generated from June 1999, a
sharp rise in the value of total unfilled orders from July to October 1999 and a distinctly
increasing trend in retail and wholesale sales from the beginning of the year.

The recovery in economic activity took place from a relatively low level and has not yet
brought about any improvement in reported formal-sector employment.  In fact, the
available data indicate that the number of people employed in the non-agricultural sec-
tors of the economy declined by about 80 000 in the first nine months of 1999.
Decreases in employment were recorded in the mining, manufacturing and construc-
tion sectors. Despite the rise in unemployment, the average year-on-year rate of
increase in nominal salaries and wages per employee rose from 7,1 per cent in the first
quarter of 1999 to 8,8 per cent in the third quarter. This acceleration was mainly due
to wage increases in the public sector from a low base.  Growth in the average nom-
inal remuneration per worker in the private sector continued to rise at high levels of
between 8 and 9 per cent during this period. The increase in wages per worker was
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countered to some extent by the acceleration in the growth of labour productivity from
a year-on-year rate of 1,9 per cent in the first quarter of 1999 to 3,6 per cent in the
third quarter. As a result, nominal unit labour costs rose by only 5,0 per cent from the
third quarter of 1998 to the third quarter of 1999.

Domestic monetary developments

The relatively small increase in nominal unit labour costs was an important contribut-
ing factor to a moderation in consumer price inflation to a year-on-year rate of 1,7 per
cent in October 1999. The downward movement in consumer price increases was,
however, mainly the result of a fall in mortgage bond rates. The year-on-year rate of
increase in the consumer price index rose marginally to 1,9 per cent in November
1999 because of increases in the prices of food, medical care and transport services.

Sharp increases in petrol and diesel prices kept core inflation at a level of 8,1 per cent
in November and the year-on-year increase in the production price index at 6,3 per
cent in the same month. Moreover, if the effects of reductions in interest rates are not
taken into account, there was a moderate increasing trend in inflation during 1999.

The growth in broad money supply (M3) measured over a period of twelve months
remained firmly below 10 per cent from February 1999 and amounted to 8,5 per
cent in November. However, an annualised  increase of 24 per cent was recorded in
the seasonally adjusted value of M3 over the three months from the end of August
to the end of November 1999. This sharp growth in M3 was concentrated in notes
and coin, and cheque and call deposits.

The value of total credit extended by the monetary institutions contracted from
approximately R558 billion at the end of September 1999 to R555 billion at the end
of November, largely owing to a reduction in banks’ claims on the government sec-
tor.  The twelve-month growth rate in credit extended to the private sector receded
from 11,5 per cent in September 1999 to 8,2 per cent in November.

Domestic money and capital markets

In order to alleviate possible Y2K problems, the Reserve Bank has actively engi-
neered a sharp decline in the banks’ liquidity requirement since the last meeting of
the Monetary Policy Committee. The liquidity requirement of banks consequently
declined by R3,8 billion from R6,2 billion on 25 November 1999 to R2,4 billion on
31 December, despite an increase of R6,7 billion in notes and coin in circulation. At
R32,7 billion at the end of 1999 the level of notes and coin in circulation was well
below the market’s expectations.

Money market interest rates eased slightly further from 25 November to 31
December 1999, while yields on government bonds decreased by approximately 1⁄2
percentage point over this period. In the first week of the new year there was a rally
in the bond market, which brought yields to a level below 13 per cent. Activity on
the bond and share markets remained buoyant and the value of real-estate trans-
actions rebounded from deeply depressed levels at the beginning of 1999 to more
normal levels in August. From the beginning of October to the end of December
1999 share prices rose by no less than 23 per cent, bringing the total increase from
their lower turning point in September 1998 to 65 per cent. The most recent
increase in the all-share price index was mainly the result of gains recorded by finan-
cial and industrial shares.
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Non-residents played an important part in these price developments, increasing their
holdings of South African bonds and equities further by R3,3 billion and R0,8 billion,
respectively, during December 1999. For the calendar year as a whole, non-resi-
dents increased their holdings of domestic bonds by R14,3 billion and their equity
holdings by R40,6 billion. The corresponding figures for 1998 were net sales of
bonds to the amount of R9,8 billion and net purchases of equities to the value of
R42,3 billion.

Balance of payments and foreign exchange market

Trade figures for the first two months of the fourth quarter of 1999 indicate that the
deficit on the current account of the balance of payments probably deteriorated fur-
ther in the fourth quarter of 1999. The trade surplus declined from an average
monthly value of R1,6 billion in the third quarter of 1999 to an average of only R0,4
billion in October and November 1999. The weaker trade surplus was the result of
an increase in the value of merchandise imports, which outweighed increases in the
value of the exports of gold and other goods.

The financial account of South Africa with the rest of the world was probably char-
acterised by a substantial increase in the inflow of capital, as indicated by a rise of
R6,2 billion in the gross foreign reserves of the Reserve Bank during the fourth quar-
ter to a level of R45,4 billion at the end of December. From 25 November 1999 the
net open position in foreign currency declined further to a level of US$13 billion at
the end of the year, i.e. close to pre-crisis levels. This was consistent with the Bank’s
intention to continue reducing the net open position in foreign exchange.

During December 1999 the rand traded in a narrow range of R6,12 to R6,17 per dol-
lar and remained strong against most major currencies. The nominal effective
exchange rate of the rand increased by 0,3 per cent in this month. Over the year as
a whole, the nominal effective exchange rate of the rand rose by 0,6 per cent.
However, the average level of the rand decreased by 81⁄2 per cent in 1999.  In the first
week of January 2000 the rand strengthened marginally.

Stability in the financial sector

The banking sector’s thorough preparations to avoid the possible effects of the tran-
sition to the year 2000, proved to be very effective. With the exception of a few minor
disruptions which generally were not Y2K related, normal operations were reported
by the banks during the first week of the new millennium. The positive spin-offs of
large-scale technology renewal, the systematic rationalisation of systems and
processes, the improvement of human resources and closer co-operation in the
sector, can significantly enhance efficiency.

The way that the banks and corporates managed the millennium date change has
been commendable. The Monetary Policy Committee expresses its appreciation to
the management of these institutions for their actions that ensured that South Africa
coped well with the transition to the new millennium. In addition, the Committee
commends the members of the public for their mature and responsible behaviour
over the year-end.

The latest available statistical information suggests that conditions in the banking
sector remained stable and profitability improved during October and November
1999. Although some of the smaller banks at times experienced a temporary liquid-
ity squeeze due to the reduction of wholesale deposits, these problems were dealt
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with quickly and efficiently. A noticeable change was also reported in the anticipat-
ed short-term liquidity mismatch of banks which, measured as a percentage of their
total funding, decreased from a level of approximately 12 per cent in the four months
June to September 1999 to about 9 per cent in October and just slightly above 10
per cent in November.

Monetary policy

In accordance with the decisions taken at the Monetary Policy Committee Meeting
on 24 November 1999, the rate on repurchase transactions was kept fixed at 12,00
per cent in the ensuing period and full liquidity was provided to banks at the daily
auctions of the Reserve Bank. This resulted in relatively stable money market inter-
est rates and yields over the past six weeks.

As already indicated, the inflation rate has started to increase somewhat, primarily
due to the substantial rise in international oil prices. Wage increases could also con-
tribute to a moderate increase in the inflation rate over the next few months if they
are not neutralised by productivity gains. However, over the more medium to longer
term the inflation outlook is still promising and this has been enhanced by the recent
further restructuring of the trade regime. Most projections indicate that the average
inflation rate is expected to decline over the next two years. The projections of the
Reserve Bank show a similar trend provided that the exchange rate of the rand
remains relatively stable, the growth in money supply and bank credit extension are
contained and that positive real interest rates are maintained.

The Monetary Policy Committee in its deliberations expressed concern about the
continued shedding of jobs in South Africa. Unemployment is a structural problem
that requires significant supply-side adjustments in the economy.

After careful consideration of international and domestic economic  developments
and the successful transition to the new millennium, the Monetary Policy Committee
of the Reserve Bank decided to discontinue the temporary measure of fixing the
repo rate at 12 per cent. The Bank will again apply a variable-rate auction in accor-
dance with the agreed signalling procedures from Friday, 14 January 2000.
Although the repo rate will be determined at the daily auctions of the Bank, the
Monetary Policy Committee believes that recent changes in short-term interest rates
warrant an immediate reduction to 11,75 per cent in the rate at the first auction on
Friday. This reduction should allow the banks to reduce their prime overdraft rate
with immediate effect by 100 basis points. The Monetary Policy Committee is of the
opinion that the daily liquidity requirement of the banks must then be managed in
such a way that short-term money market rates remain at or around this level, as
the Committee is of the considered view that current and projected conditions do
not at present warrant a further reduction in interest rates.

66 QUARTERLY BULLETIN March 2000

SA RESERVE BANK



SA RESERVE BANK

QUARTERLY BULLETIN March 2000

Statement on exchange control
23 February 2000

Issued by Mr T T Mboweni, Governor of the South African Reserve Bank

In his 2000/2001 Budget Speech today, the Minister of Finance has announced fur-
ther steps in the gradual process of exchange control liberalisation.

The new relaxations are:

South African corporates

In terms of existing policy, corporates wishing to invest in countries outside the
Common Monetary Area are, on application, allowed to transfer up to R250 million
from South Africa per new investment into member countries of the Southern African
Development Community and up to R50 million per new investment elsewhere.
Corporates will now, on application, be allowed to use part of their local cash hold-
ings to finance up to 10 per cent of approved new foreign investments where the
cost of these investments exceeds the current limits.

In addition to the aforegoing, corporates wishing to invest abroad may now also
apply for permission to make use of corporate asset/share swaps to finance these
investments.

South African corporates will now be allowed to utilise part of their local cash hold-
ings to repay up to 10 per cent of outstanding foreign debt raised to finance foreign
investments, provided the foreign debt has been in existence for a minimum period
of two years.

Primary listings offshore

Consideration will be given to requests by major corporates to establish primary list-
ings offshore. The following guidelines will, inter alia, be taken into account:
- Foreign expansion is necessary and integral to the company, given its size and

the nature of its business;
- a significant proportion of revenue is derived from outside South Africa, mak-

ing the company in effect an international concern;
- there are clear monetary and balance of payments benefits to South Africa; 
- a substantial advantage can be demonstrated over alternative approaches to

raising the required capital;
- the direct and indirect South African assets may not be encumbered;
- South Africa’s reserves may not be negatively impacted by an outflow of divi-

dends or any other funds;
- the corporate involved must commit itself to matching any dividends declared

to the foreign holding company with dividends paid out to South African
shareholders, to preserve balance of payments neutrality; and

- all the South African operations and assets of the South African corporate or
the proceeds thereof, as well as any other cash holdings, must remain in
South Africa and may only be exported from South Africa if payable pro rata
to the non-resident shareholders of the listed holding company with Exchange
Control approval.
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South African institutional investors

It has been decided to retain the current asset swap dispensation available to qual-
ifying institutions but to change the definition of the 15 per cent limit from total assets
employed in South Africa to 15 per cent of total assets.

For unit trusts through unit trust management companies not only is the definition of
assets changed but the limit is also increased to 20 per cent of total assets under
management.

Furthermore, long-term insurers, pension funds and unit trusts through unit trust
management companies may now also apply to avail themselves of foreign curren-
cy transfers in 2000 of up to 10 per cent of the net inflow of funds during the 1999
calendar year, to acquire foreign portfolio investments subject to the overall respec-
tive limits referred to.

South African resident private individuals

Private individuals who are over 18 and taxpayers in good standing have been per-
mitted to invest abroad since 1 July 1997. A total amount of approximately R9,4 bil-
lion has been transferred from South Africa, to date. The current limit of R500 000
is now increased to R750 000 per person.

Miscellaneous

South African residents travelling abroad on holiday or business currently have the
travel allowance endorsed in their passports. This requirement is, with immediate
effect, dispensed with. Residents travelling abroad will now be permitted a travel
allowance of a maximum of R130 000 per person of twelve years and older and
R40 000 per child under the age of twelve years, per calendar year.

Companies and individuals will, where appropriate, need to continue to satisfy the
authorities that their tax affairs are in good standing.

Various other limits will also be adjusted.
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Statement of the Monetary Policy Committee
2 March 2000

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

The main conclusions made at the Monetary Policy Committee meeting of 1 and 2
March 2000 are summarised in this statement.

International ecomonic developments

The positive international economic outlook reported after the end of the last meet-
ing of the Monetary Policy Committee continues to prevail. Global growth
prospects remain favourable, although there are some signs of an acceleration of
inflation in industrial countries. Since the beginning of 2000 most of the member
countries of the OECD, with the notable exception of Japan, have increased their
official interest rates as a precautionary measure to quell rising inflationary pres-
sures exacerbated by higher commodity prices. In the emerging-market
economies, by contrast, there was no dominant trend in the path of official interest
rates.

In particular, international oil prices moved up further from just below US$23 per bar-
rel on 11 January 2000 to above US$28 per barrel from the middle of February. This
upward movement was mainly attributable to the product-cut accord of the main oil
producers. The gold price also gained about US$25 per fine ounce early in February
primarily because a number of producers bought gold back that had previously been
sold forward. On 29 February 2000 the fixing price of gold had fallen back again to
about US$294 per fine ounce.

Domestic real economic developments

The upturn in economic activity that was noted at the meeting of the Monetary Policy
Committee at the beginning of January 2000, was confirmed by the recently released
national accounts data. According to this information the real gross domestic product
increased from quarter to quarter at rates in excess of 3 per cent in the second half of
1999. Moreover, the recovery in economic activity became more widespread and the
real output of manufacturing enterprises rose at a rate of almost 7 per cent in the fourth
quarter of 1999.

As could be expected under these circumstances, domestic final demand began to
pick up. Consumers stepped up their current expenditure in line with lower interest
payments on loans and increases in real personal disposable income, without resort-
ing to a large increase in debt for the financing of their outlays. Total gross fixed cap-
ital formation still declined in the fourth quarter of 1999, but private-sector fixed
investment rose. Real final consumption expenditure by general government contin-
ued to decline, while the growth in final demand was supplemented by an increase
in total inventories at constant prices.

These production and expenditure patterns will, of course, be influenced by the
recent floods that have devastated vast areas in South Africa and other parts of
southern Africa.
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Conditions in the labour market remained relatively depressed, with new jobs only
being created in the trade, transport and communication sectors during the first nine
months of 1999. Labour productivity increased by 2,7 per cent in the first three
quarters of 1999 compared with the corresponding period in the preceding year,
and helped to contain the growth in nominal unit labour cost to 4,7 per cent over
the same period.

Domestic monetary developments

The low rate of increase in nominal unit labour costs helped to contain the rise in the
consumer price index excluding the effect of mortgage rate changes (i.e. in the CPIX
in metropolitan and urban areas, which is used to measure inflation in the targets
pursued by the authorities). The twelve-month growth rate in CPIX amounted to 7,0
per cent in January 2000. Some inflationary pressures have recently become dis-
cernible in the economy due to increases in international oil prices, the prices of
transport equipment and, more recently, also in the cost of food.

The growth in money supply accelerated strongly in the second half of 1999. The
rate of increase over twelve-month periods in the broadly defined money supply
(M3) increased from a low of 5,5 per cent in August 1999 to 10,2 per cent in January
2000. Although low growth in money supply is no longer an intermediate objective
of monetary policy, it remains an important indicator of financial stability and will still
be monitored closely by the central bank as one of the important variables in the
determination of monetary policy.

The growth in total credit extended by banks measured over a period of twelve
months, which had slowed down from 17,7 per cent in January 1999 to 6,9 per cent
in October, increased to 9,8 per cent in January 2000. Reflecting the strengthening
in domestic economic activity, this rise in bank credit extension can mainly be attrib-
uted to funds made available to private corporations. Households remained reluc-
tant to utilise consumer credit instruments to finance the purchase of durable goods,
and banks have become more cautious in the extension of credit.

Domestic money and capital markets

Following the decline in the repo rate of 25 basis points to 11,75 per cent on 14 January
2000, the prime overdraft rate of banks was reduced by one percentage point to 14,50
per cent. The interbank call rate also moved down from 10,25 per cent to 10 per cent
on 14 January and 9,50 per cent on 21 January. The changes in other money market
rates generally reflected the decline in the prime overdraft rate of the banks.

The yields on domestic bonds have moved to slightly higher levels since the last
meeting of the Monetary Policy Committee, probably in response to higher short-
term interest rates in the main international markets. Activity on the bond and share
markets remained buoyant, but was lower in the fourth quarter of 1999 in compar-
ison with the high figures of the preceding quarter. For the year 1999 as a whole,
turnover in the secondary bond market increased to R8,8 trillion from the very high
R8,5 trillion in 1998. The value of shares traded on the Johannesburg Stock
Exchange came to R448 billion in 1999, or to 40 per cent more than in 1998.  Share
prices rallied to a new record level on 17 January 2000, before declining again by
131⁄2 per cent until 29 February. The real-estate market continued to recover in the
closing months of 1999.
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Balance of payments and foreign exchange market

The balance of payments on the current account, which had moved into a deficit
from the second quarter of 1999, recorded a further deficit in the fourth quarter. This
amounted to an estimated seasonally adjusted and annualised amount of approxi-
mately R51⁄2 billion, or about 1⁄2 per cent of gross domestic product. The appearance
of a deficit on the current account at this early stage of a recovery in domestic eco-
nomic activity was, to a large extent, due to a deterioration in South Africa’s terms
of trade, relating to the substantial increase in the price of oil.  In the fourth quarter
of 1999 the quantity of imports also rose sharply.

The financial account of South Africa’s balance of payments recorded increasingly
positive inflows of capital throughout 1999.  In the fourth quarter of 1999 the net
inflow of capital was provisionally estimated at R14 billion, which should bring the
annual net inflow to about R27 billion.  This large inflow of capital consisted mainly
of portfolio investments in the form of equity investments. Non-residents’ net pur-
chases of shares on the Johannesburg Stock Exchange amounted to R40,6 billion
and their net purchases of bonds to R14,3 billion in 1999. These inflows were offset
to some extent by a repayment on foreign loans and investments in foreign financial
assets by domestic institutional  investors through the asset swap mechanism. In
the first two months of 2000, non-residents’ net purchases of securities declined to
R0,8 billion.

The overall balance of payments surplus in the fourth quarter of 1999 led to a fur-
ther increase in the total gross gold and other foreign reserves from R53,9 billion at
the end of September 1999 to R67,5 billion at the end of December. This increased
the import cover, i.e. the value of gross international reserves expressed as a ratio of
the value of imports of goods and services, to about 15 weeks at the end of 1999.
In the first two months of 2000 the gross foreign reserves of the Reserve Bank rose
further by R1,6 billion. The net open foreign currency position of the Reserve Bank
improved by US$1,9 billion over the same period to US$11,1 billion at the end of
February 2000.

The exchange rate of the rand was relatively volatile against the US dollar during the
first two months of 2000. After having reached a level of R6,06 to the US dollar on
13 January, the rand depreciated sharply to a low of R6,32 at the end of January.
During February the rand traded between R6,20 and R6,40 against the US dollar.
The depreciation of the rand against the dollar was due to the overall strength of the
US currency, as demonstrated by an appreciation of 0,6 per cent in the value of the
rand against the Euro in the first two months of 2000. As a consequence the nom-
inal effective exchange rate of the rand declined by only 0,4 per cent from the end
of December 1999 to the end of February 2000. 

Stability in the financial sector

Conditions in the banking sector remained stable during the fourth quarter of 1999
and in the first two months of 2000. The gross overdues of the banking sector
increased from R28,4 billion in the third quarter of 1999 to R29,4 billion in the fourth
quarter. As a ratio of total loans and advances, gross overdues therefore increased
slightly from 4,8 per cent to 4,9 per cent over the same period. However, total pro-
visions as a ratio of gross overdues also improved from 53,7 per cent in the third
quarter of 1999 to 57,5 per cent in the fourth quarter. This is much higher than the
international norm of 40 per cent.
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Monetary policy

The Reserve Bank had deliberately eased liquidity conditions in the money market
during the last four months of 1999 to allay fears arising from the millennium change.
From the beginning of the new year when it became apparent that no serious Y2K
problems would be experienced, the Bank began to increase the reserve depen-
dency of banks on central bank funding. In order to drain liquidity the Bank entered
into foreign exchange swaps with banks, increased the number of reverse-repur-
chase transactions and also issued more Reserve Bank debentures.

Although these operations were partly offset by a decline in notes and coin in circu-
lation, the liquidity requirement of the banks increased from R2,4 billion at the end
of 1999 to R7,7 billion at the end of February 2000. The Reserve Bank provided liq-
uidity to the full extent of the private banks’ needs, with the result that only limited
use was made of the marginal lending facility during the first two months of 2000.

The repo rate of the Reserve Bank at the daily auction remained at a level of 11,75
per cent from 14 January 2000. This constant repo rate probably resulted from the
Monetary Policy Committee’s conclusion on 13 January 2000 that such a level was
regarded as appropriate for South Africa under the circumstances at that time, and
that the banks’ daily liquidity requirement would be managed in a way which would
ensure that the repo rate would remain at or around that level.

Since the last meeting of the Monetary Policy Committee, clear signs of increased
inflationary pressures have become apparent in the South African economy.
Increases in the prices of petrol and diesel, transport equipment and more recent-
ly food products have led to accelerated inflation. For example, the imported com-
ponent of the production price index increased from a twelve-month rate of 7,1 per
cent in September 1999 to 13,1 per cent in January 2000, while the rate of
increase in domestically produced goods accelerated from 5,2 per cent to 6,5 per
cent over the same period. The Monetary Policy Committee will be closely moni-
toring any second-round effects of these inflationary pressures.

Over the medium to longer term, inflation in South Africa is expected to decline again
because of monetary and fiscal discipline, international competition, the projected low
growth of nominal unit labour costs and excess production capacity in the economy.

Given these circumstances, and consistent with the inflation target of 3 to 6 per cent
as an average in 2002 as set by the government, the Monetary Policy Committee is
of the opinion that the current level of the repo rate is appropriate. In accordance
with the decision taken at the previous meeting, the Reserve Bank will therefore con-
tinue to manage the banks’ daily liquidity requirement in a way that will result in a
repo rate at or around 11,75 per cent.
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A note on cash holdings in South Africa during the
transition to the year 2000

by V V Mamba and J P van den Heever1

Introduction

In many quarters predictions were made that the public’s demand for cash would
rise excessively towards the end of 1999. It was generally expected that people
would withdraw money from banks in order to protect themselves against the pos-
sible failure of banks’ computer systems at the time of the changeover to the Year
2000 (Y2K), and to have cash at hand during the many public holidays in the festive
season. This note describes the actual changes in banknotes and coin in circulation
in South Africa over the Y2K transition period.

The usual pattern of notes and coin in circulation outside the 
Reserve Bank

Notes and coin in circulation have a distinct behavioural pattern during the course of
a month, as is seen in Graph 1. The amount in circulation usually has an upper turn-
ing point on the last day of the month, but from then on it tapers off until a lower
turning point is reached on or around the 20th of the month. This pattern results
from conventions and habits regarding wage and salary payments and household
consumption expenditure. Many employers pay their employees at or close to the
end of the month, and at that time convert deposits into cash. Though many other
employees are paid by means of direct credits to their bank accounts, they invari-
ably have a high transactions demand for notes and coin on payday and withdraw

1 The authors are indebted
to the major South African
banks for providing data, and
to colleagues in the Reserve
Bank’s Research Depart-
ment for processing and
graphically presenting data.
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Graph 1	 Notes and coin in circulation outside the Reserve Bank, 
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cash from their bank accounts. Soon afterwards, the cash is spent on goods and
services or is used to redeem outstanding debts. Businesses and other suppliers
accumulate the notes and coin in their cash registers and then deposit the cash in
their bank accounts. The banks, in turn, deposit the cash with the Reserve Bank,
causing a decline in the amount of notes and coin in circulation.

This general monthly scenario is somewhat different for the months of November,
December and January. From early November in any year, the amount of notes and
coin in circulation starts rising strongly on a daily basis, usually reaching a peak on
one of the four days before Christmas. This trend is strengthened by the payment
of annual wage and salary bonuses in November and December, when many peo-
ple enjoy an extended holiday and migrant workers return home. People generally
require more cash when travelling. Most important, the greater spending on gifts,
recreation and other holiday goods during the festive season creates a strong
demand for notes and coin. Conversely, during January the amount of notes and
coin in circulation declines considerably as pay patterns return to normal.

The behaviour of notes and coin outside the Reserve Bank during the
Y2K transition period

As shown in Graph 2, the level of notes and coin outside the Reserve Bank was con-
sistently higher in 1999 than in 1998. This could be attributed to a higher level of
nominal transactions in the economy resulting from inflation and some real growth,
and the  lower opportunity cost of holding interest-free cash, following the decline in
interest rates from their high levels in the second half of 1998.

When comparing the level of notes and coin outside the Reserve Bank on a daily
basis with the level on the same day of the previous year, year-on-year growth in
both October and November 1999 averaged 15 per cent and thereafter fluctuated
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Graph 2	 Notes and coin in circulation outside the Reserve Bank, 
	 1998/1999 and 1999/2000 
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between 131⁄2 and 17 per cent up to 15 December. The year-on-year growth accel-
erated to 211⁄2 per cent on 24 December, and to between 22 and 271⁄2 per cent from
28 December 1999 to 8 January 2000. The highest rate recorded was 27,6 per cent
on 3 January 2000. From 10 January the growth in notes and coin in circulation
decelerated to below the 20 per cent mark, stabilising at between 14,4 and 16,9 per
cent in the final two weeks of January 2000.

Notes and coin in circulation peaked a few days later than in a normal year.  The high-
est total nominal value of notes and coin in circulation outside the Reserve Bank over
the Y2K period was R33,33 billion on 28 December 1999. This  implied that an
amount of more than R750 was in circulation for every man, woman and child in
South Africa. The Reserve Bank, of course, also held substantial additional amounts
of notes in its vaults. 

At the 1999 year-end the value of notes and coin stood at R32,67 billion. A year
before, on 31 December 1998, the amount was R25,42 billion. Growth of 15 per
cent (as had been the norm in October, November and the first half of December
1999) would have increased the amount of notes and coin in circulation to R29,23
billion on 31 December 1999. The difference of R3,44 billion or 11,8 per cent
between the actual value of R32,67 billion and the hypothetical R29,23 billion may
be attributed to the special circumstances surrounding the Y2K period.

As mentioned before, the value of notes and coin circulating outside the Reserve
Bank amounted to R32,67 billion on 31 December 1999. As shown in the accom-
panying table, the increase in the value of cash outside the Reserve Bank over
December 1999 was concentrated in the R100 denomination. More than 26 million
R100 notes with a value of more than R2,6 billion were added to the quantity in cir-
culation from the end of November to the end of December. R20 notes recorded the
second-highest increase in terms of physical quantities in circulation;  some 15 mil-
lion R20 notes were added during December.

Notes and coin outside the Reserve Bank by denomination
R billions

Denomination 30 Nov 1999 31 Dec 1999 31 Jan 2000
R200 4,78 5,33 4,83
R100 10,57 13,19 10,99
R50 8,00 8,44 6,93
R20 2,26 2,56 2,10
R10 1,15 1,23 1,05
Coin* 1,89 1,92 1,91
Total 28,65 32,67 27,81

* Including small amounts of “old” R5, R2 and R1 notes

Banks’ vault cash versus cash held by the non-bank public

Total notes and coin outside the Reserve Bank may be divided into the private
banks’ holdings of notes and coin in bank vaults and automated teller machines
(ATMs), on the one hand, and the non-bank public’s holdings, on the other. The sep-
arate movements in these two components during December 1999 and January
2000 are depicted in Graph 3.
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The banks’ vault cash rose from R7,70 billion on 30 November to around R9,5 bil-
lion over the Christmas long weekend, and to a maximum amount of R11,43 billion
on 30 December, dropping sharply to R10,01 billion on 31 December. The non-bank
public’s holdings increased from R20,94 billion on 30 November to more than R22
billion from 15 December and to peak values of R23,70 billion on 23 December and
R23,71 billion on 27 December, but declined to R22,66 billion on 31 December.

Judging by the increases from the end of November up to the respective maximum
values in December, the build-up of cash clearly featured more prominently in the
banks’ vault cash. The non-bank public’s cash holdings recorded a year-on-year
increase of 22,4 per cent up to the end of December 1999, but the banks’ vault
cash rose by 44,8 per cent over the same period. It was probably because of the
banks’ ample holdings of cash in their vaults and ATMs  that the public, finding that
notes were available normally, tailored their demand for cash to the needs of an
extended long weekend, but not to the calls of Y2K alarmists.

Once into the year 2000, banks’ vault cash declined from the level of approximate-
ly R10 billion recorded on 31 December 1999 and 1 January 2000 to around R9,2
billion on 3 January as the public withdrew notes from ATMs. The Reserve Bank also
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	 Public holidays (16,25-27,31 December 1999; 1-3 January 2000)

Graph 3	 The distribution of cash held in bank vaults and by the public, 
	 December 1999 - January 2000
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accepted some cash deposits from the banks, opening its doors for such business
from 3 January. Vault cash levels receded further, reaching a lower turning point of
R5,88 billion on 15 January 2000.

The non-bank public, using ATMs over the long weekend, increased their cash hold-
ings from R22,66 billion on 31 December to R23,23 billion on 3 January. Then they
worked down their cash holdings to a low point of R19,14 billion on 24 January.

Conclusion

The unique circumstances surrounding the changeover to the Year 2000 led to a
higher-than-usual amount of bank notes and coin being held in banks’ vaults and
ATMs and in the hands of the non-bank public. It is estimated that over the year-end
note and coin holdings increased by an additional R3,44 billion, or by 11,8 per cent,
on account of these unique circumstances.

The additional demand for cash fell far short of the huge amounts mentioned by
alarmists. This favourable outcome was largely due to the programmes launched to
get key systems Y2K compliant and to inform the public of the state of readiness of
the banking system. Actions along these lines began long before the critical date-
change; as early as 3 October 1996 the Registrar of Banks, in Banks Act Circular
12/96, highlighted to banking institutions the possibility of systemic risk that could
result from the failure of computer systems to recognise or store more than two dig-
its in the identification of a year after the end of 1999. Intensive preparations fol-
lowed, not only in the technical area but also in communicating the true state of
affairs to the public. These efforts involved key players, from the Governor of the
Reserve Bank and the Registrar of Banks to banks’ chief executive officers and
information technology experts.2 This was rewarded when there was little or none
of the panic demand for cash that some observers had forecast.
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2 See for example the
booklet Year 2000 readiness
status of the South African
banking system, issued in
November 1999 by the
South African Reserve Bank
and the Banking Council
South Africa.
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