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Introduction

The news during the fourth quarter of 2001 was dominated by the steep and rapid
decline in the exchange value of the rand. From the end of September 2001 to the end
of December the weighted nominal effective exchange rate of the rand sunk by 24 per
cent. Such a depreciation has undoubtedly strengthened the competitiveness of
domestic producers in export markets and provides a strong incentive for future export
growth. But it also raises the cost of imported intermediate, final and capital goods,
threatening the successful attainment of the inflation target ranges set for 2002 and
2003. The uncertainty created by volatile rand movements is also likely to make
international investors nervous and increasingly reluctant to commit investment funds to
this economy.

At the international level, the attacks on America that destroyed the World Trade Center
in New York and damaged the Pentagon building in Washington, D.C. pushed the
United States economy into a recession. The attacks also triggered a chain reaction of
economic events that spread the recession to other parts of the world and will probably
affect the behaviour of communities for a long time.

As the United States economy faltered, it dragged other economies into its slump. This
meant weaker demand from companies and households in most parts of the world,
suppressing corporate earnings and prompting some governments to provide
assistance to struggling industries. Fiscal policy became quite expansionary in the
United States and monetary conditions have been eased on eleven occasions since the
beginning of 2001. Still, the combined output of the members of the Organisation for
Economic Cooperation and Development might have declined towards the end of 2001
for the first time since the beginning of the 1990s.

The key development in the world economy during the fourth quarter of 2001 was the
weak growth in output and the relatively strong growth in demand, spurred in many
countries by the easing of macroeconomic policy. The result has been substantial
reductions in inventory levels, but this low level of inventories could now be laying the
foundation for an output recovery in the remaining months of 2002. In the advanced
economies a reversal from inventory run-downs to stockpiling should return the global
economy to positive growth early in 2002, resulting in a fairly mild and relatively short
recession.

The South African economy reacted in varying ways to the changing global economic
scene. Until the middle of 2001 domestic economic growth had held up well in the face
of the global slowdown and growth actually accelerated from the first to the second
quarter. In the third quarter, export volumes bore the full brunt of the weakening
international economic conditions and declined sharply, causing overall output growth
to slow down to an annualised rate of just 1 per cent.

In the fourth quarter, and again contradicting the slower pace of global economic
activity, export earnings recovered strongly, and along with continuing solid growth in
domestic final demand, pulled output growth higher to an annualised rate of 21⁄2 per
cent. The resilience of domestic economic growth against the backdrop of the weakest
international economy in more than a decade, was probably influenced significantly by
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the greater competitiveness of South African producers in recent years, brought
about by cost-cutting programmes since the beginning of the 1990s and competitive
gains due to the depreciation in the real exchange value of the rand since 1996.

Domestic final demand conditions were highly conducive to an output expansion in
the fourth quarter of 2001. Households increased their real spending levels at a
faster pace than earlier in the year without incurring excessive debt. Government
consumption started showing signs of renewed vigour and capital formation
programmes got under way throughout the private business sector more resolutely
than before. By contrast, inventory investment was curbed somewhat in the fourth
quarter of 2001, but this was essentially because inventories had to help satisfy the
strong expansion in domestic demand.

The national saving ratio remained disappointingly low. Corporate saving, which still
represents the mainstay of the national saving effort, weakened in the fourth quarter
of 2001 as companies stepped up distribution instead of retaining income in the
business. This could have been motivated by the decline in capital cost which tilted
the optimal debt-equity ratio in favour of debt financing, in the form of increased
borrowing from banks or the issuance of interest-bearing securities.

Despite a narrowing in the discrepancy between growth in domestic expenditure
and output in the fourth quarter of 2001, aggregate domestic expenditure still
exceeded national disposable income by a sizeable margin. This left a gap between
aggregate spending and disposable income which required the transfer of financial
resources from the rest of the world in order to limit downward pressures on the
exchange value of the rand, and general upward pressures on prices. These
resource flows were, however, not forthcoming in the fourth quarter of 2001 and the
exchange rate of the rand consequently suffered downward pressure.

Reflecting the relative strength of aggregate domestic demand, payments for
imports – particularly of durable consumer goods and capital equipment – grew
quite strongly in the fourth quarter of 2001. Export earnings, in turn, expanded even
more than the payments for imports, improving somewhat the positive balance on
the trade account of the country with the rest of the world. The overall imbalance on
the current account of the balance of payments also had some help from a smaller
deficit on the services account in the fourth quarter of 2001, among other things due
to smaller dividend payments to the rest of the world. Still, the current account
remained in deficit in the fourth quarter of 2001 to the tune of 0,3 per cent of nominal
gross domestic product.

The balance on the financial account of the balance of payments switched from a
healthy surplus in the third quarter of 2001 to a deficit in the fourth quarter, i.e.
capital was exported from the economy in the last quarter of 2001. Outflows of
capital on a net basis were recorded in all the major identified categories of capital
transactions, namely foreign direct investment, portfolio investment and other
investments such as short-term bank loans, trade financing and cross-border bank
deposits. Exporters apparently accumulated offshore assets, i.e. they allowed
capital to leave the economy by delaying the repatriation of export proceeds in order
to profit from the depreciation in the exchange value of the rand.

With deficits on both the current account and the financial account of the balance
of payments during the fourth quarter of 2001, a decline was recorded in the
country’s net gold and other foreign reserves owing to balance of payments
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transactions. In such circumstances, there is a strong likelihood of a depreciation in
the exchange value of the rand, but the extent and the speed of the depreciation are
obviously not easy to explain.

Although the country’s net international reserves declined as a result of balance of
payments transactions, there was a sizeable increase in these reserves when
measured in rands, virtually entirely due to revaluation gains from the stronger
exchange value of the US dollar against the rand in the fourth quarter of 2001. Import
cover accordingly improved from about 20 weeks’ worth of imports of goods and
services at the end of September 2001 to 24 weeks’ worth at the end of December.

Despite continuing economic growth, overall employment in the modern sectors of
the economy kept falling in the first three quarters of 2001. The pace of labour attrition
nevertheless slowed down quite noticeably, giving the impression that the processes
directed towards improving the international competitive ability of private businesses
and the quality of public-service delivery may have achieved the desired results.

In the context of the South African economy, nominal wage growth was still fairly
moderate during the first three quarters of 2001, even though the growth in nominal
remuneration accelerated slightly from the rates of 2000. Simultaneously, the slower
decline in employment levels, combined with weaker output growth, held back the solid
advances in productivity growth seen in recent years. Economy-wide growth in unit
labour cost accordingly picked up somewhat during the first three quarters of 2001.

As yet, little of the product price effects of higher growth in nominal unit labour cost
have become evident in domestic price increases during the fourth quarter of 2001,
but latent inflationary pressures were activated by steep increases in food prices and
the first-round effects of the depreciation of the rand. Although these price shocks
are not inflation in the strict sense of the word, they do help to perpetuate an inflation
psychosis through their influence on price expectations.

What is usually found in the aftermath of one-off price shocks such as the rise in
food prices and the depreciation of the rand, is that the overall price level is raised
and that during the adjustment process, actual inflation is higher than it would
otherwise have been. All other things remaining equal, consumers will experience a
decline in their real income. If they are compensated for such a loss in real
purchasing power, an inflationary process may get under way, or an already
persistent increase in the general price level may be aggravated.

The immediate effect of a random price shock cannot be controlled by monetary
policy measures. For instance, no level of interest rates would be sufficient if the
prices of imported goods were to rise as a consequence of a depreciation of the
rand, i.e. the first-round price adjustments following the depreciation. However, such
a one-off price increase could be perpetuated as a process of continual increases in
the prices of all goods and services if monetary policy is not vigilant enough.

Growth in the broadly defined money supply expanded in the second half of 2001,
at first quite vigorously in the third quarter but later somewhat more moderately in
the fourth quarter. Although this was partly a positive development reflecting the
inherent strength of the economy, the high growth in money supply is unlikely to be
consistent with low and stable inflation. Money was accumulated particularly in
corporate bank balances with short maturities. This probably reflected concern
about the sustainability of asset price increases generally, inducing a preference for
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money balances as a temporary safe haven for investment. However, part of the
money accumulation could also have been for transaction purposes with a view to
increasing future spending. In this sense, rapid money growth might be indicative of
a problem as it is known that growth rates of money supply and the general price
level are highly correlated in the long run, with a correlation coefficient of close to one.

On the asset side of banks’ balance sheets, credit extension to the private sector,
especially to companies, was the main accounting counterpart of the expansion of
the broad money supply in the second half of 2001. “Other loans and advances”,
which includes overdrafts to companies, contributed substantially to the overall
growth in private-sector credit as, among other things, exporters accessed
domestic bank facilities while delaying the repatriation of their export proceeds.
Mortgage borrowing by households increased at a lively pace in the second half of
the year alongside the buoyancy of the real-estate market. Instalment sale financing
and leasing contracts also expanded appreciably in response to the strong demand
for durable consumer goods, especially new motorcars.

The long bull market in bonds since May 2000, firmly based on declining inflation
expectations and a dwindling supply of public-sector fixed-interest securities, was
brought to a sudden end by the depreciation in the value of the rand in December
2001. Bond yields rose sharply as the decline in the value of the rand fuelled
expectations of higher inflation. This rise in bond yields received further support from
an upward adjustment in the Reserve Bank’s repurchase rate in January 2002 – a
step taken to prevent the depreciation of the rand from developing into a succession
of rapid rises in the general price level.

Share prices increased strongly from September 2001 to early February 2002. It
was mainly the prices of counters listed in the resources sector of the JSE Securities
Exchange SA and other companies also benefiting from the depreciation of the rand
that were pushed to new heights. Non-residents were eager buyers of listed South
African equities throughout 2001, but simultaneously they were offloading their
holdings of fixed-interest securities.

In the primary capital markets, companies shied away from the share market for
raising new investment capital – capital raised in the primary equity market in 2001
was almost 70 per cent below the total amount of funds raised in 2000. However,
in the primary fixed-interest market, the shrinking demand for funds by public-sector
borrowers made room for private-sector borrowers to satisfy their funding needs
outside the banking sector. The primary corporate bond market blossomed and the
value of private-sector loan stock listed on the Bond Exchange of South Africa
almost doubled from the end of 2000 to the end of 2001.

Sustainable and efficient fiscal policies are seen as a prerequisite for steady long-
term economic growth. They usually stimulate private-sector investment while
limiting the negative consequences for saving and investment that may arise from
high and varying tax rates. Sound fiscal policy also supports the task of monetary
policy makers to maintain price stability. There is likely to emerge over time a virtuous
cycle of fiscal efficiency and price stability on the one hand, and sustained growth
and rising employment on the other.

The fiscal authorities in South Africa have taken major steps during recent years in
securing fiscal sustainability. The budget deficit of the national government relative
to gross domestic product in the first three quarters of the current fiscal year has
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been reduced to levels not seen in the past twenty years, the rise in the public debt
relative to gross domestic product has been stopped and the interest burden of the
national government has been eased considerably. All these initiatives contributed to
the emergence of a healthy financial surplus in the accounts of the non-financial
public sector in the first three quarters of fiscal 2001/02. These improvements in the
efficiency of fiscal policy are helping to lay the foundation for sustained long-term
economic growth and employment creation which are likely to promote further the
government’s empowerment and redistribution objectives.

The principles of sound fiscal management were again firmly embedded in the
Budget proposals of the Minister of Finance for the 2002/03 to 2004/05 medium-
term planning period. Fiscal consolidation over the past five years has afforded
government the opportunity to deepen its commitment to redistribution, allowing
consumers significant tax relief, encouraging investment by the private sector and
placing a renewed focus on physical infrastructural development.
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Domestic economic developments

Domestic output

The seasonally adjusted and annualised growth in real gross domestic product
accelerated from 1 per cent in the third quarter of 2001 to 21⁄2 per cent in the fourth
quarter. Despite the strong surge in economic growth in the fourth quarter of 2001,
the global economic slowdown caused a decline in year-to-year growth from 31⁄2 per
cent in 2000 to 2 per cent in 2001.
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Real gross domestic product
Percentage change at seasonally adjusted annualised rates

2000 2001

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

Primary sectors............. 2 2 .1⁄2 -.1⁄2 2 -4 -.1⁄2 -1.1⁄2 -2.1⁄2 -1.1⁄2
Agriculture .................... 11 9.1⁄2 3.1⁄2 -2 7.1⁄2 -10 -4 -1.1⁄2 -2.1⁄2 -3
Mining........................... -3.1⁄2 -3.1⁄2 -2 .1⁄2 -2 1.1⁄2 2.1⁄2 -1 -2.1⁄2 0
Secondary sectors........ 3 3.1⁄2 5.1⁄2 6 4 .1⁄2 1 -.1⁄2 4 2.1⁄2

Manufacturing ......... 5 4 6.1⁄2 7.1⁄2 5 .1⁄2 1. -1 5.1⁄2 3
Tertiary sectors ............. 3 3.1⁄2 3 2.1⁄2 3.1⁄2 2.1⁄2 2.1⁄2 2.1⁄2 2.1⁄2 2.1⁄2
Non-primary sectors ..... 3 3.1⁄2 3.1⁄2 3.1⁄2 3.1⁄2 2. 2. 1.1⁄2 3 2.1⁄2
Total ............................. 3 3 3.1⁄2 3 3.1⁄2 1.1⁄2 2 1 2.1⁄2 2



The manufacturing sector set the pace for output expansion during 2001. Though
hampered by work disruptions in prominent subsectors of industry during the first
nine months of 2001 and by the waning of global economic activity, manufacturers
still achieved output growth of 3 per cent in 2001, following growth of 5 per cent in
2000. In the final quarter of 2001, growth in the manufacturing sector was fairly
spectacular at an annualised rate of 51⁄2 per cent, taking output levels 101⁄2 per cent
higher than the latest low point in the first quarter of 1999. Export-oriented
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industries, in particular those producing chemicals and chemical products, basic
metals and transport equipment, benefited from the depreciation in the exchange
value of the rand. Also, industrial relations were far more harmonious and less
disruptive than in the first three quarters of 2001.

Demand for manufactured goods remained strong throughout 2001 as was evident
in lengthening order books and rising unfilled orders. The value of new orders
increased impressively in the fourth quarter of 2001, suggesting that the renewed
momentum in manufacturing production is likely to be carried forward into 2002.
Ample spare capacity is still available to meet such growth in demand. The
utilisation of production capacity was down at 79,1 per cent in the third quarter of
2001 when export demand and output volumes faltered temporarily. Subsequently,
the utilisation rate picked up to 79,4 per cent in the fourth quarter, still leaving
sufficient productive capacity to accommodate a further output expansion.

The sector supplying electricity, gas and water, facing weak demand for
electricity from high intensity users such as base metal producers, struggled to
add real value in 2001 and this actually declined at an annualised rate of 1 per
cent in the fourth quarter. The construction industry is apparently recovering from
the serious setbacks suffered in the late 1990s. Real value added by the
construction sector grew by 4 per cent in 2001, after registering growth of 21⁄2 per
cent in 2000. The stronger pace of activity in the construction sector is
corroborated by an increase in cement sales in the domestic market of about 2
per cent in 2001, and by a strong increase in real fixed capital outlays on
buildings and other construction works.

The tertiary sectors also made a noteworthy contribution to overall output growth in
2001 when their real value added grew by 21⁄2 per cent. In 2000 real value added by
these sectors had expanded by 31⁄2 per cent.

Growth from quarter to quarter in the tertiary sectors remained around 21⁄2 per cent
throughout 2001. Towards the end of the year there was quite a vigorous upturn of
growth in the wholesale and retail trade sectors. Real value added by the entire
commercial sector accelerated to an annualised rate of 4 per cent in the fourth
quarter of 2001 as consumers went on a spree of pre-emptive buying. Consumers
apparently wished to avoid the price increases they anticipated would follow the
depreciation of the rand against virtually all other currencies. Growth in the catering
and accommodation subsector remained rather flat in 2001 despite the higher
number of foreign tourists visiting the country.

Real value added by the transport, storage and communication sector increased at
seasonally adjusted and annualised rates of 41⁄2 per cent in the third and fourth quarters
of 2001. Growth in this sector was spurred on by increased activity in the
telecommunication industry where a third cellular telephone operator started
operations, and by increased activity among short-distance private transport operators.

The financial intermediation, insurance, real-estate and business services sector
was not left unaffected by the overall slowdown in economic activity, but still
succeeded in sustaining growth at a rate of 4 per cent in 2001, compared with 6 per
cent in 2000. Moreover, growth in real value added in these sectors accelerated
somewhat from the third to the fourth quarter of 2001. At a seasonally adjusted and
annualised rate, the financial services sectors expanded their collective value added
by 4 per cent in the last quarter of 2001. Heightened activity in the securities
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markets and among financial asset managers contributed appreciably to the
ongoing prosperity of the financial services sector.

Unlike the secondary and tertiary sectors of the economy where output levels
expanded in 2001, real value added by the primary sectors fell in the course of 2001.
Mining output held its ground and remained unchanged at the levels of 2000, but
agricultural production declined by 3 per cent in 2001. The maize crop was down
from 11,4 million tonnes in 2000 to 8,0 million tonnes in 2001. Real value added in
the agricultural sector declined in every quarter of 2001, falling at an annualised rate
of 21⁄2 per cent in the fourth quarter.

The mining sector received a major boost from the depreciation in the exchange value
of the rand. The higher rand prices received for exported commodities enabled mine
management to reduce output volumes in order to lengthen the useful life of mines.
This was true in the case of gold-mining companies where previously uneconomical
deposits became profitable. By switching to the mining of ore with a lower gold
content, mine management could successfully preserve high-quality gold deposits,
and simultaneously enhance profitability. Real output increases in the non-gold mining
sectors largely counteracted the decline in gold output in 2001, but in the last quarter
of the year the real value added by diamond and platinum mines declined too.

Growth in real gross national income, which is an accurate indicator of changes in
real aggregate disposable income, slowed down from 3 per cent in 2000 to 2 per
cent in 2001, leaving income per capita unchanged at the level attained in 2000. A
substantial portion of domestically generated income was transferred to non-
residents, especially to non-resident holders of equity in South African companies.
Interest and dividends earned on assets held offshore failed to match the outward
payments of interest and dividends that were made. The international terms of trade
improved during 2001, signalling a boost for the economy in the sense that a smaller
volume of exports is now required to pay for the same volume of imports. This
improvement was, however, insufficient to counter the effect of the outward
movement of factor rewards to the rest of the world.

Domestic expenditure

Growth in total real gross domestic expenditure slowed down considerably in the
fourth quarter of 2001. After having recorded an increase at a seasonally adjusted
and annualised rate of 6 per cent in the third quarter of 2001, the growth in total real
gross domestic expenditure slowed down to 3 per cent in the fourth quarter. This
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Real gross domestic expenditure
Percentage change at seasonally adjusted annualised rates

2000 2001

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

Final consumption 
expenditure by households........ 3.1⁄2 2.1⁄2 3 3.1⁄2 3.1⁄2 2.1⁄2 2.1⁄2 2.1⁄2 3.1⁄2 3

Final consumption expenditure
by general government.............. 0 0 0 .1⁄2 .1⁄2 1.1⁄2 2.1⁄2 2.1⁄2 3 1.1⁄2

Gross fixed capital formation.......... 2.. 2 2 2 .1⁄2 5 3 3 5.1⁄2. 3.1⁄2
Change in inventories (R billions) .... 9,.0 7,.0 8,.7 3,.2 7,.0 2,.6 -2,.3 5,.3 6,.2 3,.0
Gross domestic expenditure ....... 7.1⁄2 1. 3.1⁄2 -2 3 2.1⁄2 0 6 3 2



was the result of a substantial slowdown in the pace of net inventory investment,
which countered the marked increases in real domestic final demand. For the
calendar year 2001, total real gross domestic expenditure increased by 2 per cent
compared with an increase of 3 per cent in 2000.

Growth in real final consumption expenditure by households accelerated in the
fourth quarter of 2001. After growing at a quarter-to-quarter seasonally adjusted and
annualised rate of 21⁄2 per cent in the third quarter of 2001, real final consumption
expenditure by households increased by about 31⁄2 per cent in the fourth quarter. This
was mainly due to increases in real expenditure on durable and semi-durable goods.
There was a strong increase in real outlays by households on transport equipment,
especially new cars, in the fourth quarter of 2001.
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Real final consumption expenditure by households
Percentage change at seasonally adjusted annualised rates

2000 2001

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

Durable goods.............. 11 6.1⁄2 7 7.1⁄2 9.1⁄2 3.1⁄2 -4.1⁄2 3.1⁄2 10.1⁄2 3.1⁄2
Semi-durable goods ..... 4.1⁄2 6 4 8 5.1⁄2 6.1⁄2 4 4 8.1⁄2 6.
Non-durable goods ...... 0 .1⁄2 1 .1⁄2 .1⁄2 1.1⁄2 2.1⁄2 2 .1⁄2 1.1⁄2
Services........................ 5 2.1⁄2 4. 4 4 3 3 3 3.1⁄2 3.1⁄24
Total ............................. 3.1⁄2 2.1⁄2 3 3.1⁄2 3.1⁄2 2.1⁄2 2.1⁄2 2.1⁄2 3.1⁄2 3



The relatively strong growth in final consumption expenditure by households in the
fourth quarter of 2001 can be attributed to some pre-emptive buying by consumers
as the depreciation in the value of the rand fuelled fears of steep increases in the
prices of consumer goods, particularly goods with a high import content.
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Despite the stronger quarter-to-quarter growth in the fourth quarter of 2001, the
growth in real final consumption expenditure by households slowed down from 31⁄2
per cent in 2000 to less than 3 per cent in 2001. This was consistent with weaker
growth in the real disposable income of households, which eased from 3 per cent
in 2000 to 21⁄2 per cent in 2001. Consumer confidence weakened during 2001 as
news of the deteriorating global economy influenced the spending decisions of
consumers. The somewhat gloomy outlook probably motivated consumers to
avoid excessive debt financing of purchases. Reflecting this conservative attitude,
the average debt-income ratio of households declined from 551⁄2 per cent in 2000
to 55 per cent in 2001.

Real outlays by households on durable goods increased briskly at a seasonally
adjusted and annualised rate of 101⁄2 per cent in the fourth quarter of 2001, following
an increase of 31⁄2 per cent in the third quarter. Households’ real expenditure on
personal transport equipment in the fourth quarter of 2001 reached a level that was
331⁄2 per cent higher than the recent low recorded in the fourth quarter of 1998, but
this was still about 6 per cent lower than the high in the fourth quarter of 1996.
Sustained growth was also recorded in real outlays on the other categories of
durable goods, especially recreational equipment.

Household expenditure on semi-durable goods also increased strongly in the fourth
quarter of 2001 at a seasonally adjusted and annualised rate of 81⁄2 per cent,
following an increase of 4 per cent in the third quarter. This increase was particularly
pronounced in real outlays on clothing and footwear, but slower growth in
expenditure was recorded for other categories of semi-durable goods.
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Slower growth in real expenditure on non-durable goods was recorded in the fourth
quarter of 2001, reflecting cutbacks in spending on food, beverages and tobacco,
household fuel and power. By contrast, spending on petroleum products and medical
and pharmaceutical products exceeded the rate of increase in prices. Real
expenditure on services also increased in the fourth quarter of 2001, more specifically
in the areas of medical services and transport and communication services.

The growth in real final consumption expenditure by general government
accelerated somewhat from an annualised rate of 21⁄2 per cent in the third quarter of
2001 to 3 per cent in the fourth quarter. This was the net result of higher real
spending on intermediate goods and services which more than neutralised a decline
in real expenditure on the compensation of employees. Overall, expenditure by
general government increased by 11⁄2 per cent in 2001 compared with 1⁄2 a per cent
in 2000. Notwithstanding these developments, the ratio of final consumption
expenditure by general government to gross domestic product has remained at
about 18 per cent in the past eight quarters.

Real gross fixed capital formation increased at a seasonally adjusted and
annualised rate of 51⁄2 per cent in the fourth quarter of 2001, following increases of
5 per cent in the first quarter and 3 per cent in the second and third quarters. The
acceleration in the growth of real gross fixed capital formation in the fourth quarter
of 2001 was due to faster growth in real capital outlays by all three institutional
subsectors, namely private business enterprises, general government and public
corporations. As a result of these developments, real fixed capital formation grew
by 31⁄2 per cent in 2001 as a whole, considerably higher than the 1⁄2 per cent growth
in 2000.
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Real gross fixed capital formation in the private sector increased at a seasonally
adjusted and annualised rate of 6 per cent in the fourth quarter of 2001. This helped
to raise private-sector fixed capital formation in 2001 to a level that was 51⁄2 per cent
higher than in 2000, only slightly down from the 61⁄2 per cent growth in 2000 despite
the slump in overall economic conditions.

An analysis of real outlays on fixed capital by the private sector according to kind of
economic activity shows that this acceleration was well dispersed over all
subsectors of the economy. Real outlays on capital goods in the mining sector
benefited from the expansion of the platinum mines. The communication sector
improved its existing network and expanded its capacity to accommodate the third
cellphone operator. The agricultural sector could afford to replace obsolete capital
stock and expand capacity, following high income levels in 2000. The manufacturing
sector expanded its capacity so that it could benefit from the new opportunities
arising in export markets.

The real fixed capital formation by public corporations increased in the fourth quarter
of 2001, but due to the quarter-to-quarter declines during the first three quarters of
2001, total annual spending still declined by 6 per cent in 2001, following a decline
of 221⁄2 per cent in 2000. This continued reduction of capital spending was
apparently consistent with strategies to prepare these organisations for increased
private-sector participation in ownership and management, and possibly also for
increased competition from alternative suppliers of services.

Following a strong expansion in inventories in the third quarter of 2001, real
inventory accumulation rose further in the fourth quarter but at a slower rate than
previously. This was the net result of increases in inventory levels by all the economic
subsectors except the commercial sector where inventories actually declined.
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Declines were particularly evident in the inventories of the motor trade and wholesale
trade. The contribution of inventory investment to growth in real gross domestic
product declined from 5 percentage points in the third quarter of 2001 to just 1⁄2 a
percentage point in the fourth quarter. 

A slower rate of inventory investment was recorded in 2001 than in 2000. The level of
inventories, at constant 1995 prices, increased by R3,0 billion in 2001, compared with
about R7,0 billion in 2000, cutting overall economic growth by 1⁄2 a percentage point.
The lower rate of inventory accumulation can be attributed to the relatively stronger
growth in demand, which was not fully met by the growth in production and imports.
An analysis by economic sector for 2001 shows that industrial and commercial
inventory investment slowed down significantly and that the inventories in the other
sectors declined absolutely. Despite these developments, the ratio of industrial and
commercial inventories to non-agricultural gross domestic product remained at a level
of roughly 151⁄2 per cent in the fourth quarter of 2001 and in the year as a whole.

Factor income and saving

The growth over four quarters in total nominal factor income slowed down to 10 per
cent in 2001, following growth of 101⁄2 per cent in 2000. This slowdown was fully
consistent with weaker economic growth in 2001 and a noticeable contraction of
overall price inflation in the economy.

Operating surpluses increased at a higher rate than growth in the compensation of
employees during 2001. Operating surpluses grew by 12 per cent and employee
compensation by 8 per cent. This was the third year in succession that operating
surpluses outstripped the growth in compensation of employees, taking the level of
operating surpluses relative to total factor rewards higher from 431⁄2 per cent in 1998
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to 471⁄2 per cent in 2001. Apart from the exceptional circumstances of 1980 when
the price of gold reached unprecedented heights that have not since been equalled,
operating surpluses in 2001 as a percentage of total factor income were at their
highest level since World War II.

Although operating surpluses grew faster than employee compensation in 2001, the
growth in operating surpluses slowed down from 16 per cent in 2000 to 12 per cent
in 2001, whereas growth in the compensation of employees picked up from 61⁄2 per
cent to 8 per cent over the same period. This may indicate that although employees
were still succeeding in negotiating wage settlements that provide for some real wage
growth, employers were also more than fully recovering their input cost increases, but
the growth in their operating margins decelerated slightly from 2000 to 2001.

The pick-up in economic activity in the fourth quarter of 2001 was reflected in the
growth in operating surpluses, which increased from 9 per cent in the third quarter to
111⁄2 per cent in the fourth quarter. The manufacturing sector led this upturn, but
noteworthy accelerations also occurred in the transportation and communication
sectors and in financial services. Corporate profits benefited, among other things, from
the strong increase in export demand and the depreciation in the exchange value of
the rand. Furthermore, labour cost growth remained well-contained as the total
compensation of employees grew year on year by 8 per cent in the third quarter and
again at the same rate in the fourth quarter. If the employment trends of the previous
quarter had persisted in the fourth quarter, it is quite conceivable that profits and
operating surpluses could also have been boosted by some productivity increases.

Despite operating surpluses (i.e. the main source of income of the corporate sector)
growing faster than employee compensation (i.e. the main source of household
income), corporate saving relative to gross domestic product fell back slightly from
13 per cent in 2000 to 101⁄2 per cent in 2001. Higher dividend payments to

16 QUARTERLY BULLETIN March 2002

SA RESERVE BANK

Gross operating surplus as percentage of total factor income

Per cent

1996 1997 1998 1999 2000 2001

Seasonally adjusted 

42

44

46

48

50



shareholders were mainly to blame for the weaker performance in corporate saving.
This could have been due to the recent decline in capital cost which changed the
optimal debt-equity ratio of companies in favour of external capital, either in the form
of borrowing from banks or in the form of debt issuance in the primary corporate
bond market. Irrespective of the cause of the deterioration in the corporate saving
rate, it lowered the overall quantum of savings relative to gross domestic product
from 151⁄2 per cent in 2000 to 15 per cent in 2001.

Private household incomes benefited from the distribution of profits by companies.
This helped the household sector to maintain its saving ratio at about the same, but
low, level of the past two years.

The government sector contributed meaningfully to the national saving effort. Gross
saving by general government has been improving consistently since 1998. As a
consequence, gross saving by general government as a percentage of gross domestic
product improved from a dissaving of less than 1⁄2 a per cent in 2000 to a positive saving
of 11⁄2 per cent in 2001. This improvement was brought about by the consistently higher
government revenue collections which outstripped growth in recurrent expenditure,
and is a clear reflection of government’s strong commitment to prudent fiscal policy.

Employment

According to the Survey of Employment and Earnings in Selected Industries (SEE)
by Statistics South Africa, total employment in the formal non-agricultural sector of
the economy continued to fall in the first three quarters of 2001, but there were clear
signs that the pace of job attrition was slowing down. Regularly surveyed
employment in the formal non-agricultural sectors of the economy declined at year-
on-year rates of 2,2 per cent in the first quarter of 2001, 1,7 per cent in the second
quarter and 1,2 per cent in the third quarter.
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The more comprehensive six-monthly household-based Labour Force Survey (LFS) by
Statistics South Africa indicates that formal-sector employment remained broadly
unchanged between February 2000 and February 2001 – the latest information
currently available. This implies that over that period employment growth must have
been fairly robust in those sectors of the economy that are not adequately covered by
the SEE.

The private and public sector recorded job losses in each of the first three quarters
of 2001. Employment losses in the private sector during the first three quarters of
2001 occurred over almost the full spectrum of economic activity. Notable
exceptions were the non-gold mining sector and the trade, catering and
accommodation services sectors where healthy employment gains were
registered. These sectors stand to benefit materially from growing internal demand
for mineral exports and from continued growth in the number of foreign visitors
touring the country.

The declines in public-sector employment occurred throughout the public service in
the first three quarters of 2001, but were especially prominent in the transport,
storage and communication services sector and in the ranks of provincial
governments. These declines reflect a strong commitment to “right-sizing” the
overall public service and to improving the quality of public-service delivery. The
slower pace of job shedding, from an annualised rate of 3,4 per cent in the fourth
quarter of 2000 to 0,6 per cent in the third quarter of 2001, seems to indicate that
the process of “right-sizing” may be drawing to a close.

Although economy-wide job creation is progressing at a very modest pace, the
number of workdays lost to strikes and other forms of work stoppages rose from
about 0,5 million in 2000 to 1,25 million in 2001. According to NMG-Levy Consultants
and Actuaries the rise in the number of workdays lost in 2001 can mainly be attributed
to the renegotiation of a number of long-term agreements which heightened the
potential for industrial action across large sections of the economy. However, the
average duration of collective bargaining processes declined from about two months
in 2000 to about 45 days in 2001, signalling the increased awareness among
participants in the labour market of the need to limit the unnecessary wastage of
productive resources.
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Year-on-year change in non-agricultural private-sector employment in the
first nine months of 2001

Sector Percentage
change

Gold mining.............................................................................................................. -6,1
Non-gold mining ...................................................................................................... 2,3
Manufacturing .......................................................................................................... -2,9
Electricity supply ...................................................................................................... -1,4
Construction ............................................................................................................ -0,9
Trade, catering and accommodation services .......................................................... 1,8
Transport, storage and communication .................................................................... -1,8
Financial intermediation and insurance ..................................................................... -1,4
Washing and dry-cleaning services .......................................................................... -14,8
Total private sector ................................................................................................. -1,2



In an attempt to benefit new entrants to the labour market, government has also
proposed to amend a section in the Labour Relations Act regarding dismissal
procedures. Under the proposed amendment, employers will be required to engage
in a fair dismissal procedure but will no longer have to prove that the dismissal was
for a fair reason. Instead, the dismissed probationer will have to prove that the
reason for discharge constitutes an unfair labour practice. It is envisaged that this
proposed amendment will further contribute to the establishment of a labour market
which is better geared towards sustainable high rates of employment growth.

Labour cost and productivity

The rate of increase over one year in the nominal compensation per worker in the
formal non-agricultural sectors of the economy picked up from 7,4 per cent in the
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year to June 2001 to 8,8 per cent in the year to September. Faster remuneration
growth occurred in the public sector, while remuneration growth in the private
sector slowed down slightly. On average, economy-wide nominal remuneration
per worker outside of the agricultural sector increased by 8,9 per cent in the first
three quarters of 2001 compared with the same period in the previous year. With
overall consumer price inflation averaging 5,7 per cent, employed workers
enjoyed a fairly generous improvement of about 3 per cent in their “real
consumption wage”, i.e. in the real spending power of their remuneration
increments.

The pick-up in nominal wage growth in the third quarter of 2001 is consistent
with survey results obtained from NMG-Levy Consultants and Actuaries, which
show that the downward movement in the average annual rate of wage
settlements in collective bargaining agreements was levelling out at 7,4 per cent
in 2001, unchanged from the rate in 2000. The average minimum monthly wage
per worker nevertheless rose by 10,4 per cent in 2001 compared with 9,1 per
cent in 2000. Some compression of wage scales is therefore occurring in the
South African economy, with minimum wage rates growing faster than wage
levels in the higher income brackets.

The acceleration in nominal remuneration growth in 2001 was more evident in
public-sector salaries and wages than in private-sector pay improvements. Nominal
income per worker in the public sector rose by 9,5 per cent in the first three quarters
of 2001, approximately the same improvement as in 2000. In the public sector,
workers in the national government’s general departments fared considerably better
than their counterparts at local government level.

Unlike the faster growth in nominal remuneration per worker in the public sector,
remuneration growth over one year in the private sector slowed down from 9,8
per cent in the second quarter of 2001 to 9,1 per cent in the third quarter. This
slowdown was especially noticeable in the gold-mining sector, trade, catering
and accommodation services sector and in the financial intermediation and
insurance industry. When comparing the first three quarters of 2001 with the
same period in 2000, nominal compensation per worker in the private sector
rose by 8,7 per cent, measurably down from the 9,2 per cent increase in 2000
as a whole.

Partly as a consequence of the heightened industrial action during 2001, the
growth in worker productivity (measured as real output per worker in the non-
agricultural sectors of the economy) fell back from a year-on-year rate of 6,5 per
cent in the second quarter of 2000 to 3,4 per cent in the third quarter of 2001.
Slower output growth, in part a consequence of the increased incidence of work
disruption, alongside the slowdown in the rate of labour attrition, weighed down
on productivity growth over the first three quarters of 2001. Year-on-year growth
in labour productivity in the first three quarters of 2001 was still at a relatively
high level of 4,4 per cent but was significantly down from growth of 6,1 per cent
in 2000.

The rate of change in nominal unit labour cost is one of the main determinants of
the inflationary process. Unit labour cost is derived as the ratio of nominal
compensation per worker to output per worker. When productivity rises at a
slower pace than nominal compensation per worker, the cost of the labour
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required to produce one unit of output rises. The recent slowdown in labour
productivity growth is therefore key to the pick-up in the growth of unit labour cost
from a year-on-year rate of 2,9 per cent in 2000 to 4,3 per cent in the first three
quarters of 2001. In the manufacturing sector, growth in unit labour cost rose even
more steeply – from a year-on-year rate of 1,7 per cent in the first quarter of 2001
to 7,2 per cent in the third quarter.
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Prices

The progress made with stabilising the overall price level in recent years was set back
somewhat in the closing months of 2001 when essentially the sharp depreciation of the
rand and rising food prices, put upward pressure on inflation. CPIX inflation over twelve
months (i.e. year-on-year increases in consumer prices in metropolitan and other urban
areas, excluding interest cost of mortgage bonds) initially fell to below the
psychologically important level of 6 per cent in the three months to September 2001,
but subsequently picked up to 7,1 per cent in January 2002. Still, average CPIX inflation
for calendar years slowed down from 7,8 per cent in 2000 to 6,6 per cent in 2001.

As indicated above, the acceleration in CPIX inflation towards the end of 2001 was
first and foremost a consequence of higher rates of increase in the prices of
consumer food products that, in turn, were associated with the decline in the
exchange value of the rand. When food is omitted from the consumer basket, the
other components of the index increased by 5,6 per cent in the year to January
2002 – 1,5 percentage points lower than CPIX inflation. Also, the quarter-to-quarter
inflation rate of the non-food components was 3,9 per cent in the fourth quarter of
2001, instead of the 6,8 per cent rise indicated by the overall CPIX index figures.

An analysis of food prices indicates that the domestic price of food has closely tracked
international food prices since about 1993. The tariff and agricultural marketing board
reforms of the early 1990s firmly integrated the South African food market into the
international economy. This resulted in lower food prices than would have been the
case in a closed economy, and also in food price inflation corresponding closely with
international food price changes and exchange rate movements. International food
prices recently declined to levels last seen thirty years ago, thus losing most of their
potential to counteract the effects of the depreciation of the rand. Changes in the
exchange rate of the rand are therefore now more directly reflected in domestic food
prices than previously. Against the backdrop of rand weakness during 2001, the year-
on-year rate of consumer food price inflation accelerated from 4,9 per cent in January
2001 to 12,3 per cent in January 2002, and the agricultural food component of the
production price index from 3,0 per cent to 26,6 per cent over the same period.
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The annual rate of increase in the all-goods production price index slowed down from
9,2 per cent in 2000 to 8,4 per cent in 2001, mainly because of a decline in the
international price of crude oil during this period. However, when rising food prices
started making an impression on the pace of change in production prices generally,
the quarter-to-quarter rate of change picked up markedly from an annualised 6,4 per
cent in the third quarter of 2001 to 11,3 per cent in the fourth quarter.

The quarter-to-quarter rate of change in the prices of domestically produced goods
accelerated from an annualised rate of 7,6 per cent in the third quarter of 2001 to
11,1 per cent in the fourth quarter. The rapid food price increases were largely
behind this acceleration, but it is conceivable that the indirect effects of the decline
in the exchange value of the rand and the effects of higher increases in unit labour
cost also added to the overall inflationary momentum. The year-on-year increase in
production price inflation accelerated from 6,9 per cent in April 2001 to 10,7 per
cent in January 2002.

The main driver behind food price inflation is the maize price which was pushed
higher by the depreciation of the rand. Maize prices were close to 80 per cent higher
in January 2002 than one year earlier. The changes in maize prices not only affect
consumer price inflation directly, but also have a significant secondary effect as
maize is extensively used as feed in the meat, poultry and egg industries.

Growth in the prices of imported goods was restrained in the first three quarters of
2001 by the decline in the international price of crude oil. Coupled with low rates of
inflation in trading-partner countries, this caused the quarter-to-quarter annualised
growth in the prices of imported goods to slow down from 12,8 per cent in the first
quarter of 2001 to just 2,3 per cent in the third quarter. When the effects of rising
food prices and of the depreciation of the rand began taking hold, imported price
increases accelerated quite abruptly to 11,5 per cent in the fourth quarter of 2001,
and to a year-on-year rate of 13,8 per cent in January 2002.
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Headline inflation, i.e. year-to-year increases in the overall consumer price index for
metropolitan areas, accelerated slightly from 5,4 per cent in 2000 to 5,7 per cent in
2001. To some extent the higher year-to-year inflation belied the disinflationary climate
that prevailed during the first three quarters of 2001, encompassed in the quarter-to-
quarter increases in the overall consumer price index falling from 8,9 per cent in the first
quarter to nil in the third quarter. Declines in the interest cost of mortgage bonds and
low increases in the prices of furniture and equipment, clothing and footwear, and
transport running cost contributed significantly to the gradual waning of inflation during
the first three quarters of 2001.

During the fourth quarter of 2001 renewed inflationary forces emerged and the quarter-
to-quarter headline inflation rate increased to an annualised 4,1 per cent. Food price
inflation pushed the overall index higher in the fourth quarter of 2001. Without the food
component of the index, the prices of the other components lumped together have
actually declined in the fourth quarter of 2001 relative to their levels in the third quarter.
Year-on-year increases in the overall consumer price index have picked up lately from
4,0 per cent in October 2001 to 5,0 per cent in January 2002.

Increases in the prices of consumer goods initially slowed down to a year-on-year
rate of 4,6 per cent in September 2001 before accelerating to 7,2 per cent in
January 2002. Measured from quarter to quarter, the pace of increase in the prices
of consumer goods picked up from 3,7 per cent in the third quarter of 2001 to 7,2
per cent in the fourth quarter. This acceleration was driven not only by an annualised
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Production prices
Quarter-to-quarter percentage changes at annualised rates

Period Domestically Imported Overall 
produced goods production

goods prices

2000: 1st qr ....................................... 8,5 21,9 11,8
2nd qr ...................................... 8,8 14,4 10,0
3rd qr ....................................... 6,3 8,3 7,3
4th qr ....................................... 8,6 14,0 10,6
Year ......................................... 7,3 14,4 9,2

2001: 1st qr ....................................... 7,2 12,8 8,2
2nd qr ...................................... 7,6 7,1 7,3
3rd qr ....................................... 7,6 2,3 6,4
4th qr ....................................... 11,1 11,5 11,3
Year ......................................... 7,8 10,0 8,4

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

Period Goods Services Overall CPI CPIX inflation

2000: 1st qr ........................................ 8,5 5,5 6,6 8,2
2nd qr ....................................... 10,6 9,3 10,7 8,7
3rd qr........................................ 7,6 4,1 6,0 7,7
4th qr ........................................ 4,1 6,5 5,0 6,6
Year .......................................... 7,9 2,4 5,4 7,8

2001: 1st qr ........................................ 5,2 15,0 8,9 5,9
2nd qr ....................................... 6,2 1,8 4,7 3,6
3rd qr........................................ 3,7 -3,6 0,0 5,9
4th qr ........................................ 7,2 -0,1 4,1 6,8
Year .......................................... 5,6 5,5 5,7 6,6



increase of 17,6 per cent in the prices of food products, but also by an increase of
12,7 per cent in the categories for other goods apart from food, beverages, clothing,
furniture and transport. These categories constitute almost 30 per cent of the goods
component of the consumer price index, and the price increases may be signalling
the presence of more broadly based price pressures in the economy.

The year-on-year rate of increase in the prices of consumer services fell back from
8,9 per cent in February 2001 to 2,2 per cent in January 2002. As indicated in the
table, the seasonally adjusted value of the consumer services price index actually
declined in the second half of 2001. Falling home mortgage interest cost was the
most important factor behind the slowdown in services price inflation. When
mortgage interest cost is omitted from the index, services price inflation was still at
a year-on-year rate of 6,1 per cent in January 2002.

The sizeable depreciation of the rand in the second half of 2001 was akin to a severe
supply-side shock to the economy. The cost of imported intermediate and capital
goods certainly raised the cost structures of domestic producers and gave rise to
potential inflationary pressures in the economy. The increase in prices following such
a supply shock normally leads to a contraction in consumption spending which
automatically assists in containing the growth in aggregate domestic demand and
domestically generated inflation. For such an adjustment process to be satisfactorily
concluded, the initial price increase should not be allowed to develop into a spiral of
successive price and wage increases. If inflation is allowed to accelerate unchecked,
it might be perpetuated to such a degree that it could become ingrained in domestic
economic processes, making its eventual eradication far more difficult.
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Foreign trade and payments

Balance of payments on current account

The rapid growth in gross domestic expenditure in the second half of 2001 lifted
aggregate spending in the domestic economy to a level significantly higher than
aggregate national disposable income. This imbalance created a situation in which
upward pressure on the overall price level could easily develop, and also one which
required a transfer of financial resources from the rest of the world in order to limit
downward pressure on the exchange value of the rand. Admittedly, the imbalance
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shrank from 1,4 per cent of aggregate disposable income in the third quarter of
2001 to 1,1 per cent in the fourth quarter. The essence of the situation is, however,
that there was a deficit on the current account of the balance of payments in the last
two quarters of 2001 which, in the absence of inward flows of foreign investment
capital, had the potential to make the economy vulnerable to unforeseen external
shocks and to cause a depreciation in the external value of the rand. 
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In absolute terms, the deficit on the current account of the balance of payments
(seasonally adjusted and annualised) narrowed from R10,9 billion in the third quarter
of 2001 to R2,7 billion in the fourth quarter. As a percentage of gross domestic
product, the deficit shrank from 1,1 per cent in the third quarter of 2001 to 0,3 per
cent in the fourth quarter. For 2001 as a whole the current-account deficit amounted
to R1,7 billion, or 0,2 per cent of gross domestic product.

The smaller current-account deficit in the fourth quarter of 2001 can be attributed
mainly to a strong recovery in export earnings and a decline in net service payments
to non-residents. These forces working towards an improvement in the current-
account balance, were partly neutralised by a sizeable increase in payments made for
imported merchandise.

The effects of the global slowdown in economic conditions were clearly evident in
a decline of roughly 31⁄2 per cent in the physical quantity of merchandise exports in
the fourth quarter of 2001. The rand prices of such goods, by contrast, were
propelled higher by the sharp depreciation of the rand and they rose by 121⁄2 per
cent from the third quarter of 2001 to the fourth quarter. International commodity
prices lent little support to this increase in export prices;  in terms of US dollars they
remained fairly subdued in the fourth quarter of 2001 while the average nominal
effective exchange rate of the rand declined by 17,2 per cent.

Overall, the nominal value of merchandise exports increased by 8,8 per cent in the
fourth quarter of 2001, having fallen by 8,2 per cent in the third quarter. The value of
all the main categories of exports (namely mining products, agricultural products and
manufactured goods) rose in the fourth quarter. Exports in the “vehicles and
transport equipment” subcategory, dominated by motorcars, contributed
appreciably to the rise in the nominal value of manufactured exports.

In 2001 as a whole, the value of merchandise exports increased by 20,3 per cent.
Export volumes rose by just 11⁄2 per cent owing largely to the slowdown in the global
economy, which dampened the international demand for goods produced by South
African companies. Export price growth picked up strongly to 19,0 per cent in 2001,
essentially because of a depreciation of 141⁄2 per cent in the average trade-weighted
exchange value of the rand.

Gold exports jumped by almost 16 per cent from the third quarter of 2001 to the
fourth quarter. The realised gold price in rands increased even more, by about 211⁄2
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Balance of payments on current account
Seasonally adjusted and annualised
R billions

2000 2001

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

Merchandise exports .......................... 193,2 226,0 241,4 221,5 240,9 232,4
Net gold exports................................. 26,8 25,3 27,4 30,1 34,9 29,4
Merchandise imports .......................... -189,8 -210,7 -218,2 -213,9 -236,8 -219,9
Net service, income and

current transfer payments................. -33,9 -37,2 -47,1 -48,6 -41,7 -43,6
Balance on current account ................. -3,7 3,4 3,5 -10,9 -2,7 -1,7



per cent, over the same period. Again, the price rise was mainly caused by the
depreciation of the exchange value of the rand against the United States dollar:  the
average gold price in dollars on the London market rose by only 11⁄2 per cent.

The gold price received quite a significant boost in February 2002. The decision by
some major gold producers to scale down their hedging activities contributed to an
upward adjustment to more than US$300 per fine ounce in the price of gold early in
February. On 8 February 2002 the fixing price of gold at US$305 per fine ounce was
at its highest level since 21 February 2000. A subsequent announcement by the
German authorities outlining their intention to sell some of their official gold reserves
later contributed to a softening in the gold price. The price stood at US$297 on 28
February 2002.

Despite the relative strength of aggregate domestic demand during the fourth
quarter of 2001, merchandise imports in real terms (seasonally adjusted and
annualised) contracted by about 1 per cent from the third quarter of 2001 to the
fourth quarter, mainly in response to a steep rise in the prices of imported goods.
However, nominal spending on imported goods increased by 10,7 per cent from the
third to the fourth quarter of 2001, implying an average increase to 111⁄2 per cent in
the prices of imported merchandise. It is expected that not all of these cost
increases will be absorbed by domestic producers and distributors, but that at least
part of them is likely to be passed on to ultimate users. Value-wise, imports of
machinery, electrical equipment, vehicles and transport equipment increased
substantially in the fourth quarter of 2001.

In 2001 as a whole, merchandise import volumes declined by 11⁄2 per cent and
values rose by about 16 per cent. The unit cost of imported goods, therefore,
increased by 171⁄2 per cent in 2001, considerably faster than endogenously
generated inflation as reflected by the growth in domestic unit labour cost.

The seasonally adjusted annualised balance on the services account of the balance
of payments declined from R48,6 billion in the third quarter of 2001 to R41,7 billion
in the fourth quarter. A decline in dividend payments to offshore shareholders and a
sizeable increase in travel expenditure by foreign visitors to the country contributed
most towards this improvement in the balance on the services account. Despite this
fourth-quarter improvement, the deficit on the services account deteriorated from
R33,9 billion in 2000 to R43,6 billion in 2001.

Financial account

Capital moved into the economy from offshore sources during the second and third
quarters of 2001, but this fortuitous state of affairs came to an end in the fourth
quarter when a deficit of R1,5 billion was recorded on the financial account of the
balance of payments. In 2001 as a whole, the financial account registered a surplus
of R7,2 billion, compared with R9,1 billion in 2000. Both the absolute level and the
composition of these flows are generally regarded as inadequate, in view of the
country’s long-term growth and development needs.

Foreign direct investment flows into South Africa, which had been positive in the first
three quarters of 2001, turned negative to the value of R1,9 billion in the fourth
quarter. The outflow in the fourth quarter of 2001 resulted mainly from a decline in
foreign liabilities when the dividends declared in the third quarter were actually paid
in the fourth quarter. At the time when these dividends were declared in the third
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quarter of 2001, they were recorded as an increase in foreign direct investment
liabilities pending their eventual payment, i.e. an inflow of foreign investment capital
that was reversed by an outflow in the fourth quarter.

South African companies exported capital valued at R5,4 billion during the fourth
quarter of 2001. They did this by acquiring a dominant interest in the equity capital
of foreign companies and also by extending trade credits to foreign subsidiaries or
other associated companies.

On a net basis, foreign direct investment flows changed from an inflow of R3,6 billion
in the third quarter of 2001 to an outflow of R7,3 billion in the fourth quarter. In the
whole of 2001 there was a net inflow of direct investment capital of R85,9 billion,
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Net financial transactions not related to reserves
R billions

2000 2001

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

Change in liabilities
Direct investment ................. 6,2 2,4 53,1 3,6 -1,9 57,2
Portfolio investment ............. 11,8 3,5 -27,2 -0,2 -0,1 -24,0
Other investment ................. 10,8 -2,5 -9,0 -5,1 -1,5 -18,1

Change in assets
Direct investment ................. -1,9 -8,1 42,2 0,0 -5,4 28,7
Portfolio investment ............. -25,6 -0,7 -37,1 -2,5 -3,3 -43,6
Other investment ................. 1,0 -6,0 -10,8 5,9 -0,3 -11,2

Total financial transactions* ....... 9,1 -2,4 6,4 4,7 -1,5 7,2

* Including unrecorded transactions

Overall balance on financial account

R billions
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concentrated in the second quarter of the year when the corporate relationship
between the Anglo American Corporation and the De Beers mining company was
restructured.

Inflows of foreign portfolio investment capital, or the net change in portfolio
investment liabilities, were minimal in the fourth quarter of 2001. Non-resident
investors acquired shares on the JSE Securities Exchange SA in the fourth quarter
of 2001, but these were fully offset by their selling of fixed-interest securities on the
Bond Exchange of South Africa. In the end, portfolio investment liabilities declined
marginally by R0,1 billion in the fourth quarter.

South African institutional investors and individuals increased their offshore portfolio
assets by R3,3 billion in the fourth quarter of 2001;  i.e. another outflow of capital
following an outflow of R2,5 billion in the third quarter.

The net outward movement of portfolio capital totalled R3,4 billion in the fourth
quarter of 2001, increasing the total net value of portfolio capital outflows to R67,6
billion in 2001 as a whole, up from net outflows of R13,8 billion in 2000. The
substantial outflows in 2001 were also mainly the outcome of buying out the minority
shareholders in the De Beers mining company.

Other foreign investment liabilities of South Africa, consisting mainly of loans, trade
finance and bank deposits, declined by R1,5 billion in the fourth quarter of 2001, i.e.
this type of capital left the country on a net basis. The bulk of this outflow was a
consequence of parastatal companies repaying foreign loans and the withdrawal of
foreign-currency denominated deposits at domestic banks by non-resident deposit
holders. Also in this capital category, South African entities increased their foreign
assets by R0,3 billion in the fourth quarter. Trade financing, particularly that extended
by South African businesses to non-resident clients, was stepped up in the fourth
quarter of 2001. These outflows increased the net outflow of capital in the “other
foreign investment” category to R29,3 billion in 2001.

Foreign reserves

The international reserves of South Africa were influenced during the fourth quarter
of 2001 by two prominent factors. On the one hand, balance of payments
transactions tended to reduce the overall level of reserves (i.e. there was a deficit on
the overall balance of payments as a consequence of balance of payments
transactions) and, on the other, the depreciation in the exchange value of the rand
tended to push the nominal value of international reserves higher. On balance, the
depreciation effect outweighed the balance of payments effect.

Balance of payments transactions caused a decline in South Africa’s net
international reserves in the fourth quarter of 2001. This decline amounted to R2,1
billion, following a decline of R0,1 billion in the third quarter of 2001. For the whole
of 2001 there was an increase of R5,2 billion in the country’s international reserves
owing to balance of payments transactions, occasioned primarily by healthy
surpluses on the external accounts in the first half of the year.

The negative effect that balance of payments transactions had on international
reserves was totally swamped by the revaluation effect working in the opposite
direction. Valued in US dollars, South Africa’s gross gold and other foreign exchange
reserves (i.e. international reserves before reserve-related loans are netted off)
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declined from US$13,3 billion at the end of September 2001 to US$12,4 billion at
the end of December. But because of the weak rand exchange value, total
international reserves in rand terms rose from R118,9 billion to R150,7 billion over
the same period. Import cover, defined as the value of gross international reserves
relative to the value of imported goods and services, accordingly improved from 20
weeks’ worth of goods and services at the end of September 2001 to a record of
24 weeks’ worth at the end of December.

The short-term credit facilities actually utilised by the Reserve Bank, also referred to
as reserve-related liabilities, rose from US$2,6 billion at the end of December 2000
to US$4,0 billion at the end of September 2001, but then remained unchanged
during the fourth quarter. The unchanged level of reserve-related liabilities of the
Reserve Bank during the fourth quarter of 2001 indicates that the Bank did not draw
on available credit lines as a means to strengthen gross international reserves.
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Revaluing foreign reserves and foreign liabilities in rands nevertheless caused a rise
in the Bank’s non-borrowed reserves (i.e. gross international reserves reduced by
the amount of utilised foreign credit facilities) from R31,7 billion at the end of
September 2001 to R42,4 billion at the end of December.

The Bank’s net open position in foreign currency, widely perceived as a serious
source of exchange-rate vulnerability, remained unchanged at US$4,8 billion
throughout the fourth quarter of 2001. Subsequently, it declined to US$3,0 billion at
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the end of January 2002. The National Treasury assumed liability for a syndicated
foreign loan of US$1,5 billion during January 2002, reducing the Reserve Bank’s
reserve-related liabilities by an equal amount and simultaneously improving the
Bank’s net international reserve position and the net open position in foreign
currency. From August 2001 to December the syndicated loan was recorded on the
Reserve Bank’s balance sheet as a reserve-related liability. A further improvement in
the net open position in foreign currency occurred when the government reopened
an existing dollar loan, mobilising US$274 million and releasing the funds for delivery
against the oversold forward book of the Bank.

Exchange rates

The weighted exchange rate of the rand, which had declined by 13,5 per cent from
the end of June 2001 to the end of September, fell further by 24,0 per cent from the
end of September to the end of December. Under a regime of freely floating
exchange rates, a deficit on the current account of the balance of payments,
coupled with a net outward movement of investment capital, would as a matter of
course exert downward pressure on the exchange rate. These downward pressures
were probably aggravated in the fourth quarter of 2001 by advanced payments for
imports, by the delayed repatriation of foreign-currency export proceeds in
anticipation of further declines in the value of the rand, and also by heightened risk
aversion towards investment in emerging-market economies generally.

Capital inflows in the second quarter of 2001 contributed significantly to the virtual
stability of the nominal effective exchange rate of the rand from the end of December
2000 to the end of June 2001. From the end of June 2001 to the end of December
the exchange value of the rand depreciated by 36,1 per cent against the euro, 33,3
per cent against the US dollar, 35,3 per cent against the British pound and by 29,5
per cent against the Japanese yen. On balance, the nominal effective exchange rate
of the rand declined by 34,4 per cent from the end of 2000 to the end of 2001,
following a decline of 12,4 per cent in 2000.
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Exchange rates of the rand
Percentage change 

29 Dec 2000 30 Mar 2001 29 Jun 2001 28 Sep 2001 31 Dec 2001
to to to to to

30 Mar 2001 29 Jun 2001 28 Sep 2001 31 Dec 2001 31 Jan 2002

Weighted average* ..... -1,3 1,2 -13,5 -24,0 7,2
Euro ........................... -0,6 3,6 -16,5 -23,5 8,3
US dollar .................... -5,6 -0,6 -9,8 -26,0 5,6
British pound.............. -1,4 1,0 -13,7 -25,0 8,4
Japanese yen............. 3,1 -1,3 -13,5 -18,5 6,8

* The weighted exchange-rate index is calculated with reference to a basket of 14 currencies



The deficit on the overall balance of payments and the growing preference of
international investors for investments in mature markets rather than emerging
markets, certainly put downward pressure on the exchange value of the rand in the
fourth quarter of the year. What is difficult to explain is the speed and the extent of
the depreciation in the fourth quarter of 2001. Factors which have been mooted as
contributing to the steep decline in the external value of the rand are
- the net oversold position in foreign currency of the Reserve Bank;
- expectations of further relaxations of exchange controls early in 2002;
- the relatively low yields on fixed-interest securities in November 2001 which

limited the scope for further increases in bond prices;
- the decline in international commodity prices that took place in 2000 and 2001;
- regional instability, particularly in Zimbabwe, and the threat that expropriation

of assets may spread to other parts of the SADC region;
- continued negative market perceptions because of the HIV/Aids pandemic;
- weak long-term economic growth and high unemployment;
- the high incidence of violent crime in South Africa;
- high inflation in South Africa relative to inflation in major trading-partner

countries;
- perceived procrastination with the privatisation of parastatal corporations;  and
- the decline in the turnover in the foreign-exchange market since October

2001, following the announcement by the Reserve Bank that existing
exchange controls would be strictly enforced.

Some beliefs that the rand was weakened by allegedly dubious transactions in the
foreign-exchange market and by speculative activity that was in breach of the
existing exchange control rulings influenced President Mbeki to appoint a
Commission of Inquiry into the Rapid Depreciation of the Exchange Rate of the
Rand and Related Matters, chaired by Adv J Myburgh. The Commission is expected
to release an interim report in the first half of 2002.
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The external value of the rand recovered some of its earlier losses in the second half
of December 2001 and during the first two months of 2002, some time after Moody’s
in November 2001 raised the credit rating of South Africa’s long-term foreign-
currency debt. The rand benefited from capital inflows in the first two months of the
year. Non-resident investors once again demonstrated confidence in the prospects
for the South African economy and increased their holdings of domestic fixed-interest
and equity securities. The weighted exchange rate of the rand strengthened by 7,2
per cent from the end of December 2001 to the end of January 2002.

After the Reserve Bank took steps during October 2001 to enforce the existing rules
regarding foreign-currency trading activities, the average daily turnover in the market
for foreign exchange declined from US$9,9 billion in the third quarter of 2001 to
US$8,5 billion in the fourth quarter. The value of transactions in which non-residents
participated, declined from US$5,9 billion per day to US$5,2 billion over the same
period, leaving the proportionate share of non-resident participation broadly
unchanged. This decline in liquidity in the foreign-currency market could have
contributed to the weakness of the rand in the fourth quarter of 2001.

The competitiveness of domestic producers in international markets as measured by
the inflation-adjusted effective exchange rate of the rand improved significantly from
December 2000 to September 2001. The average inflation-adjusted effective
exchange rate of the rand declined by 11,9 per cent over this period.
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Monetary developments, interest rates and financial markets

Money supply

The broadly defined money supply (M3) increased at high seasonally adjusted
annualised rates of 19,5 per cent in the first quarter of 2001, 16,3 per cent in the
second quarter and 16,9 per cent in the third quarter, but slowed down to an
annualised rate of 9,2 per cent in the fourth quarter. The slowdown in the fourth
quarter of 2001 was essentially a consequence of a steep month-to-month decline
in M3 in September, lowering the average fourth-quarter value. The growth over
twelve months in M3 fell from 17,9 per cent in August 2001 to 14,5 per cent in
September, but accelerated back to 17,0 per cent by December. In January 2002,
M3 was 19,3 per cent higher than a year earlier.

The private corporate sector rather than households, was responsible for most of
the growth in M3 in 2001. The apparent liquidity preference of the corporate sector
could have been influenced by
- firm growth in nominal domestic final demand;
- the withdrawal of the asset swap mechanism which narrowed the

opportunities for offshore asset diversification;
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- the large inflow of funds from the rest of the world emanating from the
restructuring of the shareholding in the Anglo American Corporation and the
De Beers mining company;

- the volatility of share-price movements and the associated risk of losses from
equity investments, leading to an increased demand for depository-type
assets; and

- more generally, an increased precautionary and speculative demand for money
prompted by the uncertainty arising from recessionary global economic
conditions, the terrorist attacks on the United States on 11 September,
concerns about global financial stability in view of Argentina’s problems, and the
depreciation of the rand against major currencies in the second half of 2001.

In the case of the broad M3 aggregate, 37 per cent of the growth in the first nine
months of 2001 was contributed by an increase in deposits with a maturity of six
months and longer. By contrast, in the last three months of 2001, growth in cheque
and other demand deposits dominated the overall growth in M3;  long-term deposits
actually declined as interest rates bottomed out and uncertainty fuelled the demand
for more liquid assets. Deposits held by the corporate sector were responsible for
80 per cent of the overall growth in M3 deposits during 2001, with deposits held by
households contributing the remaining 20 per cent.

Although the growth rate of M3 exceeded the growth in nominal gross domestic
product in 2001, the growth differential between these two aggregates reversed
abruptly from 10,6 percentage points higher M3 growth rate in the third quarter to  7,4
percentage points higher growth in nominal income in the fourth quarter. The income
velocity of circulation of M3 accordingly declined from 1,84 in the first quarter of 2001
to 1,76 in the third quarter but then increased to 1,79 in the fourth quarter.
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Rapid quarter-to-quarter growth in the narrowest monetary aggregate was recorded
in the last two quarters of 2001:  M1A growth increased from single-digit annualised
levels in the first two quarters of 2001 to 27,3 per cent in the third quarter and 27,5
per cent in the fourth quarter as cheque deposits rose very briskly, partly at the
expense of long-term deposits. This could have been a result of the uncertainty
engulfing the financial markets, thus inducing a strong preference for more liquid
assets. It is equally likely that this could have been a consequence of economic
agents positioning themselves to step up future spending levels.

The M3 money supply increased by R86,2 billion from the end of 2000 to the end of
2001. In a statistical or accounting sense, the dominant change on the asset side of the
banks’ consolidated balance sheet was the increase in their claims on the domestic
private sector, which accounted for R71,6 billion of the total increase in M3. In addition,
deficits accruing from the Reserve Bank’s involvement in the forward foreign-exchange
market contributed to a rise in banks’ “net other assets” by another R32,6 billion. With
net lending to the private sector and the increase in “net other assets” exceeding by far
the growth in banks’ deposit liabilities, other liabilities had to be increased or other
assets reduced. Net foreign assets as well as net credit to the government sector
accordingly decreased in 2001 by R8,6 billion and R9,4 billion, respectively.
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2001: 1st qr .................................. 9,5 18,8 21,0 19,5
2nd qr ................................. 7,9 18,7 11,3 16,3
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4th qr .................................. 27,5 9,1 9,2 9,2



Credit extension

Credit growth picked up vigorously in the fourth quarter of 2001 after sluggish growth
had been recorded in the first three quarters. The quarter-to-quarter growth in total
domestic credit extension (i.e. the total of credit extended to the private sector and net
claims of banks on the government sector) accelerated from a five-year low of 2,2 per
cent in the second quarter of 2001 to 7,4 per cent in the third quarter and 16,4 per cent
in the fourth quarter. Growth over twelve months in total credit extension amounted to
10,0 per cent in December 2001 and 12,1 per cent in January 2002, after languishing
between rates of 6,6 per cent and 9,6 per cent in the first eleven months of the year.

The generally weak growth in domestic credit extension in the first part of 2001 was
mainly caused by declines in the private banks’ claims on the government sector,
which in turn reflected the emphasis placed on foreign borrowing in the
government’s funding strategy in fiscal 2001/02. The sharp acceleration in credit
growth in the latter part of the year was directed wholly towards meeting increased
private-sector demand for bank credit.
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Changes in M3 and its statistical counterparts
R billions

2000 2001

Net foreign assets .................................................. -5,9 -8,6
Net claims on the government sector..................... 0,8 -9,4

Gross claims..................................................... 2,9 2,0
Government deposits (increase -) ..................... -2,1 -11,4

Claims on the private sector................................... 57,4 71,6
Net other assets and liabilities ................................ -16,9 32,6
Increase in M3....................................................... 35,4 86,2
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The quarter-to-quarter growth in credit extension to the private sector accelerated
considerably from an annualised rate of 2,8 per cent in the first quarter of 2001 to
14,2 per cent in the third quarter and 17,9 per cent in the fourth quarter. Growth over
twelve months fluctuated between 8,2 per cent and 10,3 per cent from January to
November, before increasing to 12,1 per cent in December and 14,1 per cent in
January 2002. The stronger private-sector demand for credit towards the end of
2001 was to some extent an aberration as it reflected, among other things, the
impact of the depreciation in the value of the rand which encouraged exporters to
borrow in the domestic credit market for meeting their working-capital requirements
while delaying the repatriation of their export proceeds for as long as possible. The
pick-up in overall economic activity, slightly higher inflation, the acceleration of
payments for imports as well as pre-emptive buying by individuals and companies
ahead of anticipated price increases, also contributed to the steep increase in
private-sector credit growth in the fourth quarter of 2001.

Among the components of bank credit extension to the private sector, the twelve-
month growth rate in mortgage advances was consistently above the 14 per cent
mark for the whole of 2001, reaching a four-year high of 16,1 per cent in May but
slowed down to 12,1 per cent in January 2002. The firm growth in mortgage
financing reflected the relatively easier monetary policy stance of recent times and
the related higher level of activity in the real-estate market over the past two years.
The share of this type of credit in the overall stock of outstanding private-sector
credit reached a recent upper turning point of 40,9 per cent in April 2001, before
losing some ground to 39,4 per cent in January 2002.

Fully consistent with the stronger consumer demand for durable goods, growth in
instalment sale credit and leasing finance gained momentum throughout 2001.
Growth over twelve months in this credit category increased from 9,8 per cent in
January 2001 to 17,2 per cent in both September and October, and to 17,5 per cent
in January 2002. These have been the highest growth rates since 1997. New
business payouts of this form of finance increased from R15,8 billion in the third
quarter of 2001 to a record level of R18,2 billion in the fourth quarter.
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Credit categories as percentage of total claims on the domestic 
private sector

Period Investment Instalment Other loans
and bills sale and Mortgages and Total

discounted leasing finance advances

2001: Jan............ 6,0 14,0 40,1 39,9 100,0
Feb............ 6,5 14,1 40,0 39,4 100,0
Mar ........... 6,0 14,4 40,5 39,1 100,0
Apr ............ 5,5 14,6 40,9 39,0 100,0
May........... 5,8 14,5 40,8 38,9 100,0
Jun............ 6,1 14,6 40,6 38,7 100,0
Jul ............. 6,3 14,7 40,4 38,6 100,0
Aug ........... 6,2 14,7 40,2 38,9 100,0
Sep ........... 6,2 14,6 39,8 39,4 100,0
Oct............ 6,5 14,6 39,8 39,1 100,0
Nov ........... 6,8 14,5 39,8 38,9 100,0
Dec ........... 7,0 14,4 39,2 39,4 100,0

2002: Jan............ 6,9 14,4 39,4 39,3 100,0



After having spiralled downwards since mid-2000, the twelve-month growth in other
loans and advances picked up from a low of 0,6 per cent in January 2001 to 2,5 per
cent in June and 5,1 per cent in September. Substantially higher year-on-year
growth rates of 10,4 per cent in December 2001 and 12,4 per cent in January 2002
were then recorded. The strong demand for credit in this category was mostly
noticeable in credit extended to companies, which partly originated from a livelier
demand for foreign-currency loans and advances by resident companies. “Other
loans and advances” remains an important asset class on banks’ balance sheets
and increased its contribution to the overall level of banks’ claims on the private
sector from 38,6 per cent in July 2001 to 39,3 per cent in January 2002.

The major part of the absolute increase of R25,5 billion in credit extended to the
corporate sector in the fourth quarter of 2001 was an increase in investments and
in other loans and advances. By contrast, mortgage advances contributed the most
to the increase of R6,2 billion in credit extended to the household sector in the fourth
quarter of 2001.

Reviewing the year as a whole, the corporate sector accounted for the bulk of the
increase in credit extended to the private sector during 2001;  its share in total credit
extension to the private sector increased from 50,4 per cent and 50,8 per cent in
the first and second quarters of 2001 respectively to 51,4 per cent in the third
quarter and 52,8 per cent in the fourth quarter. Conversely, the share of households
decreased from 49,6 per cent and 49,2 per cent to 48,6 per cent and 47,2 per cent
over the same period.
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Interest rates and yields

Bond yields, which move inversely to the price of bonds, declined steadily from May
2000 to November 2001. This bull run reflected a decline in inflation expectations
and differed from previous rallies in the sense that bond yields on this occasion
moved mostly independently of changes in the exchange value of the rand. The
decline in yields was generally driven by strong domestic investor demand. Non-
resident investors were mainly net sellers of bonds – they responded to the almost
perennial depreciation of the foreign exchange value of the rand and to their
heightened awareness of the risk associated with emerging-market investments.

The monthly average yield on long-term government bonds declined from 14,8 per
cent in May 2000 to 10,8 per cent in August and September 2001. The terrorist
attacks of 11 September apparently had no lasting negative effect on the domestic
bond market and yields declined further to a monthly average of 10,3 per cent in
November 2001 – their lowest level since August 1980. Reasons for this decline
were, among other things, the following:
- The decline in the repurchase rate and other short-term rates in September

2001;
- the Medium Term Budget Policy Statement (MTBPS) on 30 October 2001

which stated that additional public expenditure would be financed without
higher government borrowing and indicated that the net supply of government
fixed-interest securities would shrink further in the new fiscal year;

- the narrowing of the inflation target for 2004 and 2005, as announced in the
MTBPS, which supports a further structural decline in bond yields;  and

- the upgrade of South Africa’s international credit rating by Moody’s in
November 2001.
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The abrupt depreciation of the rand in December 2001 completely changed the
behaviour of market participants. Bond yield movements suddenly became highly
sensitive to changes in the exchange rate of the rand as the sheer magnitude of the
unexpected depreciation drastically changed expectations. The daily average yield
on long-term government bonds reflected the deterioration in sentiment as it
increased sharply from a low of 9,97 per cent on 28 November 2001 to 13,23 per
cent on 20 December 2001 – the highest level since November 2000. The monthly
average bond yield increased to 11,6 per cent in December 2001 from 10,3 per cent
in November as the bond market reassessed longer-term inflation risks and their
implications for monetary policy.

Bond yields again receded somewhat to 11,16 per cent on 14 January 2002, along
with the return of some stability to the foreign-exchange market. The Reserve Bank
increased the repurchase rate by 100 basis points on 16 January to constrain the
risk of an inflationary spiral developing from the depreciation of the rand. The
consequent increase in short-term interest rates pushed long-term bond yields
higher:  the monthly average bond yield initially remained at 11,6 per cent in January
2002 but rose to 11,9 per cent in February.

The upward-sloping yield curve shifted downwards over its entire maturity spectrum
from 21 September 2001 to 28 November, following the 50 basis points reduction
in the Reserve Bank’s repurchase rate on 21 September. The yield curve then rose
sharply from 28 November 2001. The slope of the curve also steepened up to 
20 December 2001 as longer-term inflation concerns had a pronounced effect on
the yields of long-dated bonds. From 20 December 2001 to 14 January 2002, when
the exchange rate recovered some of its earlier losses, the level of the yield curve
reversed its movement and shifted downwards while simultaneously flattening
somewhat. Following the increase in the Reserve Bank’s repurchase rate on 
16 January 2002, the yield curve moved higher over the entire maturity spectrum
with broadly similar increases at the short and long ends of the curve. The level of
the yield curve on 28 February 2002 was, on average, 200 basis points above its
level recorded just prior to the 21 September 2001 reduction in the repurchase rate,
indicating the net negative effect of events over that period.

The inflation-adjusted yield on long-term government bonds, a key measure of
bond value, decreased from 4,7 per cent in September 2001 to only 3,8 per cent
in November – the lowest level since March 1994. The real bond yield then
increased to 4,8 per cent in December when the sudden increase in nominal
bond yields outpaced the acceleration in CPIX inflation, but fell back to 4,2 per
cent in January 2002 as the rise in nominal yields levelled off while inflation
continued to accelerate.

Yields in the South African bond market since about the last quarter of 2000 have
moved in a completely opposite direction to yield changes in emerging debt-
markets generally. The monthly average yield on long-term government bonds
declined by 144 basis points from April 2001 to October, whereas there was a sharp
increase of 300 basis points in the emerging-market risk premium as measured by
the yield spread of emerging markets’ sovereign external debt over US treasuries.
South Africa’s foreign-currency denominated bonds also performed reasonably well
as reflected by the decrease of 89 basis points from December 2000 to December
2001 in the monthly average sovereign risk premium of the 10-year Yankee bond
issued by the South African government in October 1996.
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The sharp depreciation of the rand in December 2001 changed inflation
expectations quite decisively and arrested the downward trend in nominal rand-
denominated bond yields. The sudden deterioration in inflation expectations was
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Emerging-market risk premium and yield on South African government bonds
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also reflected in the increase in the monthly average implied or break-even inflation
rate (which equates the nominal return on government’s conventional long-term
bonds with the real yield on inflation-linked bonds) from a low 4,8 per cent in
November 2001 to 6,3 per cent in December and 6,9 per cent in February 2002 –
its highest level since October 2000.

Developments in the currency risk premium on South African government bonds
(measured as the difference between nominal yields in the domestic market and in
the United States market) also reflected the deterioration in the outlook for domestic
inflation. According to this measure, the exchange-rate risk premium built into the
yields of South African bonds increased from a low 310 basis points in June and July
2001 to 495 basis points in January 2002.

The repurchase rate of the Reserve Bank was lowered on three occasions during
2001 by a cumulative total of 250 basis points. The last adjustment for the year
occurred on 21 September 2001 when the rate was lowered by half a percentage
point to 9,50 per cent. A special meeting of the Reserve Bank’s Monetary Policy
Committee was convened on 15 January 2002 to assess the implications of the latest
economic developments. The committee concluded that the sharp depreciation of
the exchange rate of the rand had negatively influenced inflation expectations and
that the attainment of the inflation target was at risk. To counter the second-round
effects of the depreciation of the rand on inflation, the committee decided to raise the
repurchase rate by 1 percentage point to 10,50 per cent as from 16 January 2002.

The South African Overnight Interbank Average (SAONIA) rate which was introduced
by the South African Reserve Bank on 5 September 2001 to serve as a daily
benchmark for money-market interest rates, was calculated at 9,60 per cent at
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inception. Subsequently, the rate fluctuated downwards and recorded a low of 8,77
per cent on 21 September when the repurchase rate of the Reserve Bank was
reduced. As liquidity conditions in the market became somewhat tighter towards the
month-end, the rate increased to 9,01 per cent on 28 September and remained
slightly below this level in the ensuing months. During December the SAONIA rate
moved higher to reach 9,12 per cent on 24 December as the money market
tightened and expectations of an imminent increase in short-term rates intensified. It
subsequently jumped by 87 basis points to 9,78 per cent on 16 January 2002 when
the increase in the repurchase rate became effective, but later moved even higher to
9,97 per cent on 28 February when inflation expectations deteriorated noticeably.

Other money-market interest rates declined in the first nine months of 2001, but
displayed a strong upward bias in the fourth quarter of the year. Along with the
reduction in the repurchase rate, the rate on three-month bankers’ acceptances
declined from 10,26 per cent at the beginning of the year to 9,64 per cent on 18
June and to a lower turning point of 8,82 per cent on 25 September. In the last
months of 2001 money-market interest rates began to move higher, largely in
anticipation of an increase in the Bank’s repurchase rate as a defensive response to
adverse developments in the foreign-exchange market. The rate on three-month
bankers’ acceptances increased to 9,58 per cent on 21 December 2001, and after
a short relapse rose further to 9,95 per cent on 16 January 2002 when the Reserve
Bank raised the rate on repurchase transactions. Subsequently, the rate on three-
month bankers’ acceptances rose to 10,03 per cent on 28 February 2002.

In similar vein, the tender rate on 91-day Treasury bills was at 10,25 per cent on 
4 January 2001 but declined to 9,60 per cent on 18 June and 8,83 per cent on 
8 November. From the middle of November, the rate on Treasury bills rose to reach
9,47 per cent on 28 December. This rate then declined to 9,27 per cent on 
11 January 2002, but rose to 9,52 per cent on 18 January on the first tender for
Treasury bills after the Bank’s repurchase rate had been increased. In the subsequent
tenders the Treasury bills rate increased, on balance, to 9,56 per cent on 1 March.

The rate on forward rate agreements (FRAs) also fluctuated downward during the first
three quarters of 2001, with the rate on 9x12-month FRAs declining from 10,15 per
cent on 28 February 2001 to 8,42 per cent on 9 November. Probably in anticipation
of a policy reaction by the Reserve Bank to the sharp fall in the exchange value of the
rand, the rate on 9x12-month FRAs climbed by 428 basis points to 12,70 per cent
on 20 December. In the absence of policy reactions to the developments in the
foreign-exchange market, the rate on 9x12-month FRAs moved lower to 9,85 per
cent on 8 January 2002, but rose to 11,10 per cent in the aftermath of the Reserve
Bank’s decision to increase the repurchase rate. For the greater part of February the
9x12-month FRAs was trading within a range of 11,20 per cent to 12,08 per cent,
discounting further money-market interest rate increases in the near future.

Broadly following the downward movement of the repurchase rate in 2001, private
banks lowered their prime overdraft rates in three steps from 14,5 per cent at the
beginning of 2001 to 13,0 per cent by 25 September 2001. On 16 January 2002,
they responded to the increase in the repurchase rate by raising their prime
overdraft rates to 14,0 per cent. This meant that, on balance, rates had changed
very little during the past year, clearly contrasting the volatile interest-rate changes
of 1998 and 1999. The rate on twelve-month fixed deposits was recently increased
from a predominant rate of 8,0 per cent in December 2001 to 9,0 per cent in
January 2002.
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Money market 

Money-market conditions were relatively stable during the first eight months of 2001 but
tightened considerably in subsequent months. The average daily liquidity requirement
of the private banks varied between R8,7 billion and R9,8 billion in the months from
January to August but then increased sharply, reaching R12,0 billion in December,
R11,8 billion in January and R11,3 billion in February 2002. The Reserve Bank kept the
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daily liquidity requirement fairly high in 2001 by actively implementing various
intervention techniques, essentially aimed at offsetting the liquidity injections arising from
the deficits sustained on forward foreign-exchange transactions by the Reserve Bank
and, at times, flows arising from changes in the Bank’s net foreign assets.

On 5 September 2001 a number of important changes were made to the Reserve
Bank’s refinancing system. The main repurchase auctions, which used to be conducted
daily, are now conducted only on Wednesdays, providing funds for one week at a time
at a fixed interest rate. The Reserve Bank may also conduct final clearing repurchase
auctions although, in practice, these have been held rather infrequently. On 21
September a final clearing repurchase auction to the amount of R12 million was
conducted and another for R350 million was held on 16 January 2002. Both these
auctions supplied liquidity to the market and were priced at a margin of 1,50 percentage
points above the ruling repurchase rate. Supplementary auctions (i.e. those tenders
conducted when unforeseen liquidity flows caused the Bank’s first-round forecast of the
market’s liquidity needs to be off the mark) have been far more frequent. Since 5
September these auctions ranged from a liquidity-providing tender of R650 million to a
liquidity-draining tender of R966 million, all at the fixed repurchase rate. 

The banks’ required cash reserve deposits with the Reserve Bank were raised by
almost R2 billion from late September 2001 on account of the reduced deductibility
(from 100 per cent to 75 per cent) of banks’ vault cash in calculating their required
reserve balances.

To maintain the private banks’ dependence on central bank funding, the Reserve
Bank primarily stepped up the amount of outstanding foreign currency swap
arrangements with private-sector parties. The amount of outstanding swaps rose
sharply at the end of January 2002 as liquidity had to be drained following the
liquidity expansion when government assumed liability for the US$1,5 billion foreign
loan previously arranged with the Reserve Bank as debtor. The Reserve Bank
credited government’s Tax and Loan Accounts with R17,5 billion, the rand
equivalent of the syndicated loan, necessitating offsetting measures to mop up this
strong liquidity injection in the money market.
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A further liquidity-draining operation undertaken by the Reserve Bank was an
increase in the amount of outstanding reverse repurchase transactions in government
securities with private-sector parties from R5,0 billion at the end of January 2001 to
R6,6 billion at the end of October. The Reserve Bank also allowed the amount of
outstanding debentures to fluctuate between R3,4 billion and R5,0 billion from
January 2001 to August. As liquidity conditions tightened in the last months of 2001,
the outstanding amounts of reverse repurchase transactions were reduced to R3,5
billion at the end of December and Reserve Bank debentures to R1,3 billion.

Notes and coin in circulation outside the Reserve Bank occasionally had a strong
effect on the private banks’ indebtedness to the Reserve Bank. At the height of the
summer holiday season, notes and coin in circulation outside the Reserve Bank
recorded a peak value of R38,0 billion on 27 December 2001 compared with a
previous peak value of R34,7 billion in 2000. In order to alleviate these seasonal
market pressures, the Reserve Bank scaled down its liquidity-draining operations by
reducing to low levels the outstanding amounts of its own debentures and of reverse
repurchase transactions in government securities.

During January 2002, notes and coin to an amount of R3,4 billion were returned to
the Reserve Bank, easing money-market conditions, and requiring increases in
reverse repurchase transactions and Reserve Bank debentures to R6,6 billion and
R2,0 billion, respectively, at the end of January. The outstanding debentures were
raised to R4,0 billion by the end of February 2002 and reverse repurchase
transactions to R6,7 billion.

Bond market

Funding by public-sector borrowers by means of the issuance of fixed-interest
securities in the domestic primary bond market amounted to a net value of R9,9
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billion in the first nine months of fiscal 2001/02, almost twice the net amount of R5,0
billion raised in the same period of the previous fiscal year. On a quarterly basis, a
net amount of R3,6 billion was raised in the primary bond market by public-sector
borrowers in the second quarter of 2001, followed by R2,8 billion in the third quarter
and R3,5 billion in the fourth quarter. In January 2002, a government bond to the
value of R22,2 billion was redeemed at maturity and the national government bought
back about 5 per cent of the bonds targeted. These special buy-back auctions were
less successful than anticipated as investors preferred to retain these mostly high-
coupon bonds in their asset portfolios.

The national government raised R12,3 billion through foreign-currency denominated
debt issues in the international bond markets from April 2001 to January 2002,
compared with R1,9 billion in the whole of fiscal 2000/01. In January 2002
government reopened an existing dollar bond maturing in May 2009. This private
placement was well supported by the international investor community and
mobilised US$274 million for the national government.

Private-sector borrowers increasingly targeted the primary bond market to meet
their financing needs. Over the past year, the outstanding nominal value of private-
sector loan stock listed on the Bond Exchange of South Africa almost doubled from
R11,2 billion in December 2000 to R21,9 billion in December 2001. Banks
accounted for 59 per cent and other private-sector companies for 41 per cent of the
net increase in the nominal value of listed private-sector loan stock in 2001. New
issues of private-sector debt securities became quite popular in the fourth quarter
of 2001, especially in the banking sector. The first listing of securitised mortgage
debt to the amount of R1,25 billion was concluded in November 2001.

Trading activity on the Bond Exchange of South Africa in 2001 was at first driven by
declining bond yields, and then by the depreciation of the rand in December, which
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drastically changed inflation expectations and interest rate expectations. Turnover in the
domestic secondary bond market rose by 18 per cent as the value of bonds traded
increased from an already high R10,5 trillion in 2000 to R12,4 trillion in 2001. The
quarterly value of bonds traded increased from R2,7 trillion in the first quarter of 2001 to
a record R3,5 trillion in the fourth quarter of 2001. Turnover in January 2002 was roughly
similar to the monthly average turnover value of R1,2 trillion in the fourth quarter of 2001.

There was a reduction in non-resident holdings of domestic rand-denominated debt
from early 2000, reflecting a shift in global investor sentiment away from investing in
emerging markets. Non-residents’ net sales of bonds in the secondary bond market
increased from R20,2 billion in 2000 to R25,6 billion in 2001 as offshore investors
were deterred by, among other things:
- the volatility in the market for foreign exchange and protracted rand weakness

which, together with the decline in domestic yields, eroded return relative to
that offered by other investments; and

- uncertainties about future interest rate movements when the outlook for
inflation deteriorated.

On a net basis, non-resident sales of bonds fell back somewhat from a quarterly
value of R5,8 billion in the first quarter of 2001 to R2,1 billion in the second quarter,
but then increased substantially to R7,6 billion and R10,1 billion in the third and
fourth quarters, respectively. In December alone, net sales of bonds by non-
residents amounted to R5,9 billion. In 2002 sentiment changed quite noticeably and
non-resident holdings of South African debt securities increased by R1,1 billion up
to the end of February.

Share market

With lacklustre share prices until late September 2001 the total value of equity
capital raised in the primary share market by companies listed on the JSE Securities
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Exchange SA in 2001 was at R23,6 billion some 68 per cent less than the R74,1
billion raised in 2000. The quarterly value of the capital raised nevertheless increased
from a low of R1,8 billion in the second quarter of 2001 to R5,0 billion in the third
quarter and R12,9 billion in the fourth quarter. Equity financing in the primary market
amounted to R8,4 billion in January 2002.

Price volatility throughout 2001 boosted trading activity in the secondary share
market. Shares to the value of R606 billion were traded on the JSE Securities
Exchange SA in 2001, about 13 per cent more than the previous record of R537
billion in 2000. The quarterly value of shares traded attained a record of R161 billion
in the fourth quarter – almost 4 per cent more than the previous record turnover of
R155 billion in the first quarter of 2000. Turnover in January 2002 was roughly similar
to the monthly average of the fourth quarter of 2001.

The sustained purchases by international investors of shares listed on the JSE
Securities Exchange SA reflected the country’s importance in emerging-market
equity portfolios and indices. The rand-hedge qualities of some domestic shares
obviously offset currency exposure and continued purchases by non-residents
signal investor optimism about the future growth prospects of South Africa. The
value of net purchases of shares by non-residents in the secondary share market
increased from R17,4 billion in 2000 to R29,8 billion in 2001. The quarterly value of
net purchases by non-residents increased from R5,4 billion in the third quarter of
2001 to R7,9 billion in the fourth quarter. In 2002 to the end of February, non-
resident holdings of South African listed shares increased by R2,9 billion.

The price level of all classes of shares on the JSE Securities Exchange SA rebounded
strongly towards the end of 2001, beginning nine days after the September 11 terrorist
attacks on the United States. The monthly average price level of all classes of shares
increased by 31 per cent from September 2001 to a record high in February 2002
while the daily closing level of the all-share price index increased by 50 per cent from
a sixteen-month low on 21 September 2001 to an all-time high on 14 February 2002.
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The all-share price index on the JSE Securities Exchange SA increased in line with
the overall international trend in the fourth quarter of 2001 as reflected by the
Standard and Poor’s composite index (S&P500). The recovery in domestic share
values in the final months of 2001 should nevertheless be qualified somewhat;  the
values recovered from a low base in the aftermath of 11 September and were clearly
underpinned by the depreciation of the rand.
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The price level of all classes of shares was driven by the depreciation of the rand
which fuelled a rally in rand-hedge shares such as those in mining companies and
other companies with substantial exposure to foreign earnings. The resources sector
benefited as a defensive investment against volatility in the currency market with the
monthly average price level increasing by almost 75 per cent from September 2001
to February 2002. In dollar terms the resources sector strengthened by 31 per cent,
compared with an increase of 5 per cent in the US market over the same period.

The monthly average price of gold-mining shares, which often follow the dollar
price of gold closely, increasingly responded to the rand price of gold. From
September 2001 to February 2002 the average monthly price of gold-mining
shares increased by 110 per cent as the monthly average rand price of gold rose
by 38 per cent. By contrast, the weakness of the rand elicited inflation concerns
and the monthly average price level of financial sector shares declined by almost 
9 per cent from September 2001 to February 2002, broadly consistent with higher
bond yields.

Shares were generally relatively cheap when assessed in terms of the price-earnings
ratio of all classes of shares immediately after 11 September, but the price-earnings
ratio increased from a low 10,5 in September 2001 – its lowest level since the
emerging-markets crisis of 1998 – to 13,2 in January 2002. The earnings yield on
all classes of shares declined from 9,5 per cent in September 2001 to 7,6 per cent
in January 2002. The dividend yield on all classes of shares declined from 3,4 per
cent in September 2001 to 2,8 per cent in January 2002.

Market for derivatives

Price volatility boosted trading in equity-related derivative contracts in 2001. Index and
individual equity derivatives, on average, accounted for 81 per cent and 18 per cent
respectively of the overall number of trades in financial derivatives. The combined
number of futures and options on futures contracts traded in the JSE Financial
Derivatives Division, formerly SAFEX, rose by 47,1 per cent from 
24,2 million in 2000 to 35,6 million in 2001. The quarterly number of these contracts
traded increased from 7,6 million in the second quarter of 2001 to a record of 
10,9 million in the fourth quarter. The number of these contracts traded then decreased
from a monthly average of about 3,6 million in the fourth quarter of 2001 to 3,0 million
in January 2002.

The number of warrants traded on the JSE Securities Exchange SA increased by
157 per cent from 9,9 billion in 2000 to 25,6 billion in 2001. Trading decreased from
a quarterly record of 7,9 billion warrants in the third quarter of 2001 to 6,8 billion in
the fourth quarter. Trading declined further from a monthly average of 2,3 billion in
the fourth quarter of 2001 to 2,1 billion in January 2002 as interest shifted towards
trading in the underlying securities.

The sharp increase in the price of white maize, in tandem with a depreciating rand,
boosted the number of commodity futures contracts and options on such
contracts traded in the JSE Agricultural Products Division. Total commodity
contracts more than doubled from 455 000 in 2000 to 1 001 000 in 2001. The
quarterly number of these contracts traded recorded an all-time high of 329 000 in
the fourth quarter of 2001. Trading then levelled off at a monthly average of about
110 000 contracts in the fourth quarter of 2001 and 108 000 contracts in 
January 2002.
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Real-estate market

The real-estate market remained buoyant in 2001. Overall, the seasonally adjusted
value of turnover, measured by transfer duty paid, increased by 18,5 per cent in
2001 and by 10,0 per cent from the first half of 2001 to the second half. By contrast,
growth over twelve months in outstanding mortgage loans receded from a high point
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in May 2001 and then levelled off at a still high level in the second half of 2001,
despite the decline in the cost of mortgage finance.

Gains in residential property prices also slowed down in 2001. The rate of
change over four quarters in the average nominal price of houses as measured
by Absa Bank slowed down from 20,3 per cent in the fourth quarter of 2000 to
11,1 per cent in the fourth quarter of 2001. The year-on-year increase in the
inflation-adjusted price of houses also fell back from 10,3 per cent in the fourth
quarter of 2000 to 6,6 per cent in the fourth quarter of 2001, using a building
cost index of inflation.
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Public finance

Non-financial public-sector borrowing requirement

The financial activities of the non-financial public sector (i.e. the consolidated central
government, provincial governments, local authorities and non-financial public-
sector business enterprises) resulted in a surplus of R10,6 billion in the
October–December quarter of 2001 – R4,4 billion more than the surplus recorded
in the corresponding quarter of 2000. This resulted in a non-financial public-sector
surplus of R3,6 billion in the first nine months of fiscal 2001/02, compared with a
deficit of R6,6 billion in the corresponding period of the previous fiscal year.

As a ratio of gross domestic product, the non-financial public-sector surplus
amounted to 0,5 per cent in the first nine months of fiscal 2001/02 compared with
the borrowing requirement of 1,0 per cent in the corresponding period of the
previous fiscal year. These ratios signalled considerably tighter financial control and
better public-sector financial management, as the deficit ratio in the first nine months
of the preceding five fiscal years had averaged 3,5 per cent.

The decline in the borrowing requirement of the public sector can be ascribed to the
significant improvement in the financial results of general government and the non-
financial public enterprises. The surpluses of the public enterprises increased from
R4,8 billion in the first nine months of fiscal 2000/01 to R5,4 billion in the same
period of the current year, reflecting an excess of their saving over their investment.
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The activities of general government in the October–December quarter of 2001
resulted in a financial surplus of R8,4 billion, bringing the general-government
borrowing requirement for the first nine months of fiscal 2001/02 to R1,8 billion – well
down from the R11,4 billion recorded in the first nine months of the previous fiscal
year. Improvements in the financial position of the national and provincial
governments continued to provide the main impetus for the healthier finances of the
general government sector.

An analysis of the Statement of revenue, expenditure and borrowing of the
provincial governments indicated that their collective financial surplus rose from
R4,1 billion in the first nine months of fiscal 2000/01 to R5,3 billion in the first nine
months of fiscal 2001/02. The equitable share of national government revenue
transferred to provincial governments increased at a rate of 11,7 per cent during
the period under review.

Conditional grants, earmarked for specific purposes and amounting to R10,5 billion,
were transferred to provincial governments in the first nine months of fiscal 2001/02.
This represents an increase of 17,1 per cent compared with the same period of the
previous year. Only R6,4 billion of these funds were spent, resulting in the
expenditure of provincial governments increasing by just 11,8 per cent.

Financial restraint exercised by the provincial governments enabled them to increase
their deposits with private banks from R7,9 billion at the end of March 2001 to R9,1
billion at the end of December. Their bank indebtedness improved too – from R1,6
billion at the end of March 2001 to R0,6 billion at the end of December.
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The reported financial position of local governments deteriorated slightly during the
first nine months of fiscal 2001/02. Amidst this, National Treasury announced that it
was involved in negotiations with the World Bank about a technical assistance loan,
not exceeding US$20 million. The aim of this loan is not only to acquire finance, but
also to gain access to international policy and implementation expertise. The
programme would enable municipalities to implement three-year budget
frameworks, improve financial reporting systems and upgrade their capacity for
service delivery. It would also assist local governments with the implementation of
the Municipal Finance Management Bill when it takes effect later.

National government finance

National government expenditure in the first nine months of fiscal 2001/02
amounted to R185,6 billion, which equals 71,8 per cent of the originally budgeted
expenditure for the full fiscal year. This represents a year-on-year rate of increase in
government expenditure of 10,9 per cent in the first nine months of fiscal 2001/02,
slightly higher than the originally budgeted increase of 10,5 per cent for the fiscal
year as a whole. 

National government expenditure in the first nine months of fiscal 2001/02 was
revised to exclude an amount of R1,9 billion paid in respect of the additional costs
incurred during the implementation of the programme for the restructuring of
government debt, which had not been provided for in the original budget. These
expenses are now recorded as extraordinary spending. If this amount is included in
expenditure, the rate of increase in the first nine months of fiscal 2001/02 amounted
to 12,0 per cent. The Adjustments Budget projected that national government
expenditure would increase by 11,7 per cent in fiscal 2001/02.
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As a ratio of gross domestic product, national government expenditure in the first
nine months of fiscal 2001/02 amounted to 25,0 per cent, measurably higher than
the 24,6 per cent recorded in the corresponding period of the preceding fiscal year.

A well-contained level of loan debt and lower interest rates reduced the interest on
government debt to R28,4 billion in the first nine months of fiscal 2001/02 compared
with R28,7 billion in the same period of the previous fiscal year. An amount of R9,2
billion was spent on capital projects during this period, representing about 60 per
cent of the R15,6 billion originally budgeted for projects of a capital nature.

After allowing for cash-flow adjustments (i.e. transactions recorded in the government
ledgers but not yet cleared by the banking system, and late departmental requests for
funds), government’s cash expenditure in the first nine months of fiscal 2001/02
amounted to R186,3 billion, representing a year-on-year rate of increase of 10,3 per cent.

National government revenue in the first nine months of fiscal 2001/02 amounted to
R181,3 billion, equalling 77,7 per cent of the originally budgeted revenue of R233,4
billion for the fiscal year as a whole. Revenue increased at a year-on-year rate of
19,3 per cent in the first nine months of fiscal 2001/02, exceeding by far the
originally budgeted rate of increase of 8,1 per cent for the full fiscal year. The
Adjustments Budget projected that total revenue collections could be expected to
rise by 10,3 per cent in fiscal 2001/02 as a whole.

Taxes on income and profits, the principal source of revenue, increased at a year-
on-year rate of 24,6 per cent in the first nine months of fiscal 2001/02 to R109,0
billion. This rate of increase is well in excess of the originally budgeted rate of
increase of 4,5 per cent for the full fiscal year. Once again, an improvement in tax
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collection efficiency is cited as one of the main reasons for the substantial increase.
Increases in the collection of tax from export-oriented companies also contributed
to better results. Domestic taxes on goods and services contributed R61,8 billion to
the National Revenue Fund. 

As a ratio of the gross domestic product, national government revenue amounted to
24,4 per cent in the first nine months of fiscal 2001/02 compared with 22,4 per cent
in the corresponding period of the previous fiscal year.

National government’s cash revenue (revenue adjusted for timing differences
between the recording of transactions and bank clearances) in the first nine months
of fiscal 2001/02 amounted to R179,1 billion, representing an increase of 17,8 per
cent compared with the corresponding period of the previous fiscal year.

The net result of the revenue and expenditure recorded in the Statement of national
government revenue, expenditure and borrowing was a national government deficit
before borrowing and debt repayment of R4,3 billion in the first nine months of fiscal
2001/02 – equal to just 17 per cent of the originally projected deficit of R24,9 billion
for the fiscal year as a whole. According to revised estimates contained in the
Adjustments Budget, the national government deficit is projected to amount to
R22,8 billion in fiscal 2001/02 as a whole.

The deficit before borrowing and debt repayment as a ratio of gross domestic
product amounted to 0,6 per cent in the first nine months of fiscal 2001/02. This can
be compared with a ratio of 2,3 per cent recorded in the corresponding period of
the previous fiscal year.

The cash deficit (i.e. the deficit before borrowing and debt repayment, adjusted for
cash flows) amounted to R7,2 billion in the first nine months of fiscal 2001/02. Apart
from financing this deficit, a further R47 million had to be funded, being the increase
in the outstanding value of debt following the revaluing of maturing foreign loans, as
well as R1,9 billion for the cost of the debt restructuring programme. After taking
these costs into consideration, together with the R2,3 billion in proceeds from the
restructuring of state assets, the net borrowing requirement of national government
amounted to R6,8 billion in the first nine months of 2001/02.

63

SA RESERVE BANK

QUARTERLY BULLETIN March 2002

National government revenue

R billions

Revenue source Fiscal 2001/02 Apr–Dec Percentage
Originally 2001 change*
budgeted Actual

Taxes on income and profits ................................. 131,6 109,0 24,6
Payroll taxes.......................................................... 2,8 2,0 134,4
Taxes on property ................................................. 4,7 3,3 14,7
Domestic taxes on goods and services................. 86,7 61,8 8,6
Taxes on international trade and transactions ....... 9,4 7,1 7,0
Other revenue ....................................................... 6,4 4,3 18,3
Less: SACU payments** ....................................... 8,2 6,2 -2,3
Total revenue........................................................ 233,4 181,3 19,3

* April–December 2000 to April–December 2001
** Southern African Customs Union



The greater part of the borrowing requirement in the first nine months of fiscal
2001/02 was financed through the issuance of bonds in the domestic and foreign
capital markets, as summarised in the following table: 

Domestic long-term funding in the first nine months of fiscal 2001/02 was obtained
at an average rate of 9,9 per cent per annum, compared with a budget assumption
of 11,6 per cent. However, this excludes the cost of revaluing the inflation-linked
bonds. Domestic short-term instruments were sold at an average rate of 9,4 per
cent per annum, compared with a budget assumption of 10,0 per cent.
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Financing of national government deficit
R billions

Instrument Fiscal 2001/02 April–Dec
Originally 2001
budgeted Actual

Cash deficit ............................................................................. 24,9 7,2
Plus: Extraordinary payments................................................ 0,6 1,9
Less: Extraordinary receipts................................................... 18,0 2,3
Net borrowing requirement..................................................... 7,5 6,8
Net receipts from domestic government bonds issued ............ -7,4 11,7
Treasury bills ............................................................................ 3,5 -3,7
Foreign loans ........................................................................... 11,3 12,8
Change in available cash balances* ......................................... – -14,0
Total net financing................................................................... 7,5 6,8

* Increase -, decrease +



The proceeds from the restructuring of government assets made a substantial
contribution towards reducing the overall financing requirement in the first nine
months of fiscal 2001/02. Receipts from this source include an amount of R2,2
billion received from the restructuring of the insurance agency Sasria.

National Treasury has reviewed the 2001/02 funding strategy in view of the
favourable financial position of national government. A special buy-back auction was
arranged on 14 and 15 January 2002 in order to redeem part of the bonds issued
by the now defunct homeland governments. Together with the scheduled bond
redemption, this reduced the long-term loan obligations of national government by
R24,2 billion during January 2002. The provisional financing data for January 2002
also indicated a R1,3 billion reduction in outstanding short-term loans.

The net borrowing requirement for January 2002 was mainly financed through the
assumption of liability by the National Treasury for a syndicated United States dollar loan,
previously concluded with the Reserve Bank as debtor. The proceeds of this loan
amounted to R17,5 billion. In addition, the reopening of an existing US dollar loan
contributed R2,8 billion to the Exchequer account. National Treasury also envisaged that
the sale of Transnet’s interest of 20 per cent in the telecommunications company M-Cell
to a non-resident investment company, and the declaration of a special restructuring
dividend by Transnet, would further add to the funds available to government.

The borrowing requirement of the government, together with the discount on new
government bonds issued, led to an increase in the total debt of national
government from R417,5 billion at the end of March 2001 to R462,4 billion at the
end of December 2001. As a ratio of gross domestic product, government debt
increased from 45,8 per cent at the end of March 2001 to 47,4 per cent at the end
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of December 2001. However, the increase in this ratio can largely be attributed to
the increase in debt caused by the revaluation of foreign debt with the appropriate
foreign-exchange rates as at the end of each period. If foreign debt is valued at its
original nominal value, national government debt as a ratio of gross domestic
product amounted to 45,0 per cent at the end of March 2001, receding slightly to
44,4 per cent at the end of December 2001.

The combined balances in the Exchequer and tax and loan accounts of national
government amounted to R15,2 billion on 31 January 2002, compared with R2,7
billion at the beginning of the 2001/02 fiscal year.

The Budget for the fiscal years 2002/03 to 2004/05

The Minister of Finance presented his Budget Speech to Parliament on 20 February
2002. The following five key interventions in support of development and poverty
relief were enunciated in the Budget Speech:
- Strong orientation towards growth, providing for an average increase in real

spending over the medium term;
- the intensification of spending on alleviating poverty, through increases in old-

age pensions, child-support grants and HIV/Aids projects;
- increasing investment in infrastructure in support of urban renewal and rural

development;
- strengthening the fight against crime by increasing the resources available to

the safety and security sector;  and
- providing tax cuts for individuals, tax incentives for investment and a more

generous tax regime for small businesses.

National government expenditure was estimated to increase by 9,6 per cent to
amount to R287,9 billion or 26,6 per cent of the estimated gross domestic product
in fiscal 2002/03, in comparison with a revised estimate of R262,6 billion or 26,5 per
cent of the estimated gross domestic product in fiscal 2001/02. It was estimated
that national government expenditure would increase at an average rate of 8,4 per

66 QUARTERLY BULLETIN March 2002

SA RESERVE BANK

Fiscal projections

2001/02 2002/03 2003/04 2004/05

Revised Budget Budget Budget
estimate

Annual Annual Annual Annual
change change change change

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

Expenditure.............................. 262,6 12,2 287,9 9,6 311,2 8,1 334,6 7,5
Capital ................................... 13,6 34,9 17,0 25,0 19,6 15,2 21,6 10,0
Interest.................................. 47,2 2,1 47,2 -0,1 49,5 4,9 52,1 5,2
Non-interest current ............. 201,8 13,7 223,7 10,9 242,1 8,2 260,9 7,8

Revenue................................... 248,4 15,2 265,2 6,7 288,7 8,9 313,2 8,5

Deficit before borrowing and 
debt repayment ..................... 14,1 22,7 22,5 21,4

Deficit as ratio of GDP (per cent).. 1,4 2,1 1,9 1,7



cent over the three-year budget period and, as a ratio of gross domestic product, it
would be kept just above 26 per cent over the medium term.

Interest payments on government debt were budgeted to amount to R47,2 billion or
4,4 per cent of the estimated gross domestic product in fiscal 2002/03, and were
expected to decrease to 4,2 per cent in fiscal 2003/04 and further to 4,1 per cent
in fiscal 2004/05. This reduction was based on past experience showing a steady
decline in the outstanding loan debt of government during recent years. Non-interest
current expenditure was expected to increase to R223,7 billion or by 10,9 per cent
in fiscal 2002/03 and at an average annual rate of 9,0 per cent over the three-year
budget period.

Provincial governments, being at the centre of service delivery, would receive more
than half of the non-interest current expenditure in the form of transfers. It was
envisaged that these transfers would grow at an average rate of 7,9 per cent over
the next three years. Although the amounts involved are relatively small, transfers to
local governments were projected to increase at a rate of 18,3 per cent during the
same period, reflecting government’s commitment to basic service delivery and the
creation of proper infrastructure in all communities.

Substantial increases were announced in allocations for capital expenditure in
support of a number of government functions. Capital expenditure was expected to
increase at a rate of 34,9 per cent in fiscal 2001/02, mainly because of the low base
for year-on-year growth calculations in 2000/01. Growth rates of 25,0 per cent in
fiscal 2002/03 and 15,2 per cent in fiscal 2003/04 were envisaged.
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As indicated in the accompanying graph, spending on social services remains the
largest functional category of government spending, amounting to 47,5 per cent of
the consolidated national and provincial government expenditure in fiscal 2002/03.
Spending on these services is expected to increase at an average annual rate of
8,8 per cent over the three-year budget period. In the area of protection services
an increased portion of the spending allocated to police services provision has
been made for the appointment of more police officers. Although the provision for
general government services seems to be increasing, it is essentially due to the
inclusion of a contingency reserve which is expected to grow to R3,3 billion in fiscal
2002/03 and R9,0 billion in fiscal 2004/05. The contingency reserve provides for
future unforeseen and unavoidable spending in all functional areas.

The total revenue of national government was estimated to amount to R248,4 billion
in the current fiscal year and R265,2 billion in fiscal 2002/03, representing a year-on-
year rate of increase of 6,7 per cent. It was estimated that national government
revenue would increase at an average rate of 8,0 per cent over the three-year
budget period. National government revenue as a ratio of gross domestic product
was projected to decrease slightly from 25,1 per cent in fiscal 2001/02 to 24,5 per
cent in fiscal 2004/05.
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Functional classification of expenditure of consolidated 
national and provincial governments

Spending category Percentage of total expenditure Average 
growth 

2001/02 –
2004/05

2001/02 2002/03 2003/04 2004/05 Per cent

General government services
and unallocatable 
expenditure ............................ 7,8 9,1 10,1 11,5 23,9

Protection services .................. 17,2 17,3 17,1 17,0 10,1
Defence ................................. 6,6 6,8 6,6 6,4 9,6
Police..................................... 6,8 6,6 6,7 6,8 10,0
Prisons .................................. 2,5 2,4 2,4 2,4 10,1
Justice ................................... 1,3 1,5 1,4 1,4 13,3

Social services ......................... 47,6 47,5 47,3 46,6 8,8
Education .............................. 20,4 19,6 19,6 19,2 7,2
Health .................................... 11,7 11,2 11,2 11,1 7,9
Social security and welfare .... 12,5 13,5 13,1 13,1 11,8
Housing and community 
development.......................... 2,4 2,6 2,7 2,6 10,1
Other ..................................... 0,6 0,6 0,7 0,6 13,0

Economic services................... 9,9 10,4 10,2 9,9 11,3
Water schemes and related 
services ................................. 1,3 1,4 1,4 1,2 6,8
Fuel and energy..................... 0,3 0,5 0,4 0,3 75,2
Agriculture, forestry and 
fishing .................................... 1,9 2,0 1,9 1,9 9,7
Mining, manufacturing and 
construction........................... 0,5 0,5 0,5 0,5 6,9
Transport and 
communication ...................... 3,7 3,6 3,6 3,6 9,2
Other economic services ....... 2,2 2,4 2,4 2,4 17,3

Interest ..................................... 17,5 15,7 15,3 15,0 3,2
Total.......................................... 100,0 100,0 100,0 100,0 9,6



National government tax revenue was estimated to amount to R252,2 billion in fiscal
2001/02 and R268,5 billion in fiscal 2002/03, representing a year-on-year rate of
increase of 6,5 per cent. National government tax revenue was expected to increase
at an average rate of 7,9 per cent over the medium term. It was estimated that the
burden of 25,5 per cent of gross domestic product in fiscal 2001/02 would probably
decrease to 24,8 per cent in fiscal 2002/03. This ratio would probably remain
unchanged over the medium term.
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Specific tax adjustments were announced and are expected to reduce tax revenue
by R15,2 billion in fiscal 2002/03. The tax relief was primarily associated with
adjustments in personal income tax rates. The tax proposals included the following:
- A single rate scale for individuals reaching a maximum marginal rate of 40 per

cent (previously 42 per cent) at a taxable income of R240 001 (previously
R215 001) a year.

- The primary rebate was increased from R4 140 to R4 860, increasing the tax
threshold by R4 000 to R27 000, or by 17,4 per cent.

- The secondary rebate for individuals 65 years and older was retained at 
R3 000 a year.

- The tax threshold for taxpayers aged 65 and over was raised to R42 640, or
by 8,9 per cent.

- Tax rates and brackets were adjusted to eliminate the effects of inflation at all
income levels.

- Individual taxpayers below the age of 65 who earn a taxable non-employment
income of more than R2 000 a year have until now had to register as
provisional taxpayers. This threshold would be raised to R10 000 from 
1 March 2002.

- A number of monetary thresholds were adjusted to take account of the effects
of inflation. These included the threshold on deductible medical expenses,
bravery awards and long-service awards, donations tax, estate duty, bursaries
and scholarships for employees and their relatives.

- It was proposed that the taxation system of employment income should be
simplified by limiting employee deductions.

- Trusts, other than special trusts and testamentary trusts, would be taxed at a
flat rate of 40 per cent. Special trusts and testamentary trusts established for
the benefit of minor children would be taxed at the individual rates with effect
from 1 March 2002.

- The interest and dividend income exemption was raised from R4 000 to 
R6 000 for taxpayers younger than 65 years and from R5 000 to R10 000 for
taxpayers aged 65 and over. However, it was proposed that as from 1 March
2002 interest and dividends received from foreign sources would only be
exempt up to R1 000.

Growth-enhancing adjustments were also proposed for the benefit of the corporate
sector. An accelerated depreciation allowance on new manufacturing assets would
be introduced on 1 March 2002 in order to encourage investment in productive
assets. Tax and administrative relief was extended to the small business sector.
Small business corporations would benefit from a graduated tax rate of 15 per cent
on the first R150 000 of taxable income. Previously the figure was R100 000 of
taxable income. These benefits were previously limited to businesses with an annual
turnover of less than R1 million. This threshold was raised to include all businesses
with a turnover of less than R3 million.

Increases in the excise duties payable on tobacco and alcoholic beverages were also
announced, but the excise duty on soft drinks would be abolished. The general levy
on diesel and fuel would remain unchanged, but an additional two cents a litre
increase in the Road Accident Levy would be introduced to meet this fund’s liabilities.
In order to strengthen the competitiveness of the financial sector, it was proposed
that the tax levied on certain financial transactions should be abolished as from 
1 April 2002. These transactions include the following:
- The repurchase of warrants by their issuers;
- the issuance of listed debt instruments;
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- the transfer of a mortgage bond from one institution to another; and
- various insurance policies or contracts, and the cession of insurance policies.

Progress has also been made with the tax reform initiatives announced in the 2001
Budget. The wage incentive scheme announced in the 2001 Budget has been
assessed and it is now proposed that it should take the form of an additional tax
allowance to employers who offer approved learnership programmes.

The net result of the revised estimates for the revenue and expenditure of national
government in the fiscal year 2001/02 is an estimated deficit before borrowing and debt
repayment of R14,1 billion, or 1,4 per cent of the projected gross domestic product.
Although an increase in this ratio to 2,1 per cent was envisaged for fiscal 2002/03, it
was expected this would be steadily reduced over the medium term, reaching a level of
1,7 per cent of gross domestic product in fiscal 2004/05. The primary balance (i.e. the
deficit recalculated by excluding interest payments from total expenditure) was
estimated to record a surplus of 3,3 per cent of gross domestic product in fiscal
2001/02. A slight decrease to 2,3 per cent was envisaged for fiscal 2002/03 which
would be maintained at approximately that level over the three-year budget horizon.

As indicated in the accompanying table, the borrowing requirement of national
government was determined after providing for certain extraordinary receipts and
payments. Although extraordinary receipts of R18,0 billion were provided for in the
original Budget for fiscal 2001/02, only R4,7 billion was expected to have been paid
into the National Revenue Fund. The restructuring of state assets would contribute
R12,0 billion to the financing of national government in fiscal 2002/03, with R5,0
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billion provided for each of the subsequent years. An extraordinary payment of R2,1
billion provided for in fiscal 2001/02 was meant to defray the costs associated with
the restructuring of government’s domestic debt portfolio. It was estimated that
these costs would amount to R1,0 billion in fiscal 2002/03. Provision was also made
for the payment of R0,6 billion in fiscal 2002/03 in respect of the termination of the
South African Housing Trust, originally anticipated in the 2001 Budget.

Although it was envisaged that the issuance of foreign loans would become the
principal means of financing over the medium term, a net redemption of foreign
government bonds was projected to the amount of R13,2 billion during fiscal
2002/03. It was envisaged that the foreign funding strategy would contribute
towards the reduction in the South African Reserve Bank’s net open position in
foreign currency. Liquidity in the short-term market would be enhanced by
increasing the issuance of Treasury bills by an amount of R4,0 billion in fiscal
2002/03 and R6,0 billion in the two ensuing years.

It was estimated that national government loan debt would increase from R399,5
billion at the end of fiscal 2000/01 to R432,0 billion at the end of March 2002 and
to R440,6 billion at the end of March 2003. As a ratio of gross domestic product,
national government loan debt was expected to decrease from 43,9 per cent at the
end of fiscal 2000/01 to 43,6 per cent at the end of fiscal 2001/02 and eventually to
37,7 per cent at the end of fiscal 2004/05. Losses made on forward foreign-
exchange contracts were expected to bring the estimated balance on the Gold and
Foreign Exchange Contingency Reserve Account to R27,6 billion at the end of fiscal
2001/02. No projections have been made for ensuing years.

Guarantees issued to general government bodies with borrowing powers were reduced
from R79,0 billion at the end of March 2000 to R70,3 billion at the end of March 2001.
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Financing of national government deficit
R billions

Revised             Medium-term estimates
estimate 

2001/02 2002/03 2003/04 2004/05

Deficit ................................................................. 14,1 22,7 22,5 21,4
Plus: Extraordinary payments*............................ 2,1 1,6 - -

Revaluation of maturing foreign loans ........ 0,0 0,0 2,2 5,0
Less: Extraordinary receipts** ............................. 4,7 12,0 5,0 5,0
Borrowing requirement ........................................ 11,5 12,3 19,7 21,4
Net receipts from domestic government 

bonds issued................................................... -11,1 -11,0 8,9 20,6
Treasury bills ......................................................... -7,6 4,0 6,0 6,0
Foreign loans ........................................................ 33,2 16,3 12,8 -13,2
Change in available cash balances***.................... -3,0 3,0 -8,0 8,0
Total net financing................................................ 11,5 12,3 19,7 21,4

* Including premiums paid on debt portfolio restructuring previously included in state debt cost 
expenditure

** Including premiums and book profits resulting from debt restructuring previously included in 
revenue

*** Increase -, decrease +



As indicated in the accompanying table, the public-sector borrowing requirement as
a ratio of gross domestic product is projected to increase from 0,6 per cent in fiscal
2001/02 to 1,4 per cent in fiscal 2002/03. A further increase to 1,7 per cent is
envisaged for the ensuing years. The future small increase in the public-sector
borrowing requirement can be attributed to slight increases in the borrowing
requirement of national government. Provincial governments, local authorities and
non-financial public enterprises are also expected to contribute to the increase in the
public-sector borrowing requirement.
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Public-sector borrowing requirement
R billions

Revised             Medium-term estimates
estimate 

2001/02 2002/03 2003/04 2004/05

National government............................................. 11,5 12,3 17,5 16,4
Extra-budgetary institutions................................... 1,2 1,0 0,7 0,6
Social security funds ............................................. -0,4 -0,4 -0,3 -0,1
Provincial governments ......................................... -3,4 1,7 0,3 -0,1
Local authorities and local enterprises .................. -0,7 1,0 1,0 3,3
Non-financial public enterprises ............................ -2,3 -0,5 0,3 1,1
Public-sector borrowing requirement .................. 5,8 15,0 19,5 21,2
Per cent of GDP ................................................... 0,6 1,4 1,7 1,7
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