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Introduction

While economic activity remained lacklustre in many parts of the world, early signs
of a more buoyant performance in the United States of America were confirmed by
data on real growth for the second quarter of 2003. The United States economy,
which is considered by many as the growth engine of the world, expanded at an
annualised rate of more than 3 per cent. With firmer economic growth, a rising
budget deficit and an accommodative monetary policy stance, bond yields in the
United States rose quite significantly in recent months from their earlier very low
levels. While in Japan economic activity also appeared to start picking up, the major
economies in Europe remained in the doldrums.

In South Africa the composite leading indicator of economic activity of the Reserve
Bank, having trended downward over the 11 months to April 2003, picked up
strongly in May and June as rising share prices, a higher rand price of gold,
increases in the net gold and other foreign exchange reserves, lower short-term
interest rates and favourable developments in other leading variables suggested an
imminent turnaround for the better.

Promising as these developments may be, domestic economic growth was still
decelerating up to the second quarter of 2003 as weakness in the world economy
was reflected in sluggish demand for South African exports. Growth in South Africa’s
real gross domestic product receded from its recent peak rate of 4 per cent, reached
in the second quarter of 2002, to only 11⁄2 per cent in the first quarter and 1 per cent
in the second quarter of 2003. Agricultural output contracted sharply in the second
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quarter on account of lower production of field crops. The real value added by
manufacturing also fell back in the second quarter, while output growth in most
other sectors of the economy remained positive but slowed down. There were clear
signs of surplus capacity in the economy, with capacity utilisation in manufacturing
for instance receding to 79 per cent in the second quarter of 2003, against a post-
1994 average level of 801⁄2 per cent.

While growth in real production slowed down, the already brisk growth in gross
domestic expenditure picked up further in the second quarter of 2003 to reach an
annualised rate of 51⁄2 per cent. Inventory accumulation accelerated noticeably,
offsetting a slower rate of increase in real fixed capital formation. In mining and
manufacturing it seems likely that the inventory investment was partly involuntary
and resulted from a quicker than anticipated reduction in sales, including export
sales. Growth in real fixed capital formation by public corporations decelerated
markedly during the second quarter of 2003, while that by general government and
by the private sector gained further momentum. In the private sector the platinum
mines recorded impressive fixed capital formation growth, with the agricultural
sector at the other extreme reducing its fixed capital formation against the
background of lower real output and prices of agricultural products.

Real consumption by households maintained its earlier growth momentum in the
second quarter of 2003, supported by slightly stronger increases in households’
real disposable income and consumers’ willingness to raise their debt levels
somewhat. Real consumption expenditure by government also continued to
increase briskly. With all the main components of real domestic expenditure rising
healthily, weak net exports to the rest of the world stood central in the explanation
of the slowdown in domestic economic growth.

Reflecting the fragile world economy, South African export volumes remained
subdued during the second half of 2002 and first half of 2003. By contrast, import
volumes rose somewhat against the background of firm real domestic expenditure,
and rising capital formation in particular. The current account of the balance of
payments moved into deficit in the first quarter of 2003. Furthermore, the deficit
rose from 0,6 per cent of gross domestic product in the first quarter to 1,4 per cent
in the second quarter.

At this well-contained level, the current-account deficit in the second quarter was
more than fully financed by inflows of foreign capital. The inflows were concentrated
in portfolio investment. The National Treasury issued a new bond to the amount of
¤1,25 billion in the international market, while non-residents became net buyers of
both domestic shares and bonds during the quarter.

Under these circumstances South Africa’s international reserves rose significantly in
the first half of 2003. The level of the country’s gross reserves increased from 
171⁄2 weeks’ worth of imports at the end of March 2003 to 20 weeks’ worth at the
end of June. The net open foreign-currency position of the Reserve Bank has also
been maintained in overbought territory since mid-May 2003. 

The nominal effective exchange rate of the rand recovered by 71⁄2 per cent during
the first quarter of 2003 and by a further 71⁄2 per cent during the ensuing five
months to the end of August. While curbing the international price
competitiveness of South African exporters and import-competing industries, it
helped to rein in inflation.



3

SA RESERVE BANK

QUARTERLY BULLETIN September 2003

Led by reductions in the rand prices of imported goods, overall production price
inflation receded from twelve-month rates in excess of 10 per cent in 2002 to rates
as low as 1,2 per cent in May and 1,5 per cent in July 2003. Consumer price inflation
also declined markedly; for instance, twelve-month CPIX inflation receded, on
balance, from 11,3 per cent in November 2002 to 6,6 per cent in July 2003, while
seasonally adjusted and annualised CPIX inflation in the second quarter of 2003
amounted to only 2,4 per cent.

The rate of increase in the monetary aggregates slowed down notably on account
of the reduction in inflation and real domestic production growth from around the
second half of 2002. The narrow M1A and M1 aggregates contracted in the first
seven months of 2003 as depositors were attracted to somewhat longer-term
deposits, probably attempting to protect their interest income at a time of strong
expectations of imminent interest-rate reductions. While M3 continued to grow, its
twelve-month rate of increase stayed below 10 per cent in the first seven months of
2003, contrasted to double-digit rates of increase throughout 2002.

Growth in the monetary sector’s loans and advances to the domestic private sector
decelerated markedly during the course of 2002 and reached twelve-month rates of
increase of less than 10 per cent in late 2002 and early 2003. However, it picked up
again from April 2003 and by July stood at 13,0 per cent, underpinned by firm
demand for credit by businesses engaged in capital formation and by households
contemplating buying real estate or consumer items.

The Reserve Bank continued to decrease its use of foreign currency swaps with
deposits in its management of the domestic money market. Private-sector banks’
liquidity requirement fluctuated around R11 billion during the first eight months of 2003.

Significantly improved prospects for inflation motivated the Reserve Bank’s
Monetary Policy Committee (MPC) to lower the repurchase rate by 150 basis points
at its June 2003 meeting. At the same time it was announced that the frequency of
scheduled meetings of the committee would be increased from quarterly to once
every two months. In August the MPC decided to reduce the repurchase rate by a
further 100 basis points to 11 per cent per annum, again prompted by encouraging
prospects for lower inflation. Other money-market interest rates moved broadly in
step with the repurchase rate, although the fact that some market participants may
have looked for a somewhat larger cut in August might have contributed to limited
increases in rates on some forward-looking money-market instruments. At a special
meeting of the MPC held on 10 September it was decided to lower the repurchase
rate by a further 100 basis points. This was informed by an assessment of the most
recently available data and forecasts.

In the key international markets, long-term bond yields started decisively moving
upward from June 2003, discounting prospects for stronger growth. In South Africa
a slight increase in yields on long-term bonds was recorded, while simultaneously the
June and August reductions in the Reserve Bank’s repurchase rate were reflected in
downward movements of yields on short-dated bonds. Accordingly, the yield curve
flattened somewhat. The shape and level of the yield curve, as well as the trend in
breakeven inflation (the difference between nominal and index-linked bond yields),
indicate some success in the reduction of the public’s inflation expectations.

Whereas non-residents were net sellers of South African bonds and shares during
the first three months of 2003, favourable ratings by international ratings agencies



contributed to a reversal in the second quarter when they turned into net
purchasers. However, foreign investors subsequently again reduced their holdings
of both bonds and shares in July and August 2003. Nevertheless, share prices on
the JSE Securities Exchange SA have trended upward since April 2003 despite the
further recovery in the exchange rate of the rand, supported by demand from
value-seeking investors.

Residential property prices rose fairly steadily during 2002 and gained further
momentum from early in 2003. Purchases, first in anticipation of and then in
response to lower interest rates, supported the buoyancy in the property market.

Sluggish tax revenue in the period April to July 2003 was consistent with the lower
real economic growth rate and reduced inflation. Together with budgeted higher
real government expenditure, it was set to contribute to a smoother performance
of the economy. With both fiscal and monetary policy operating within sound
medium-term frameworks, the prospects for achieving more vibrant, sustainable
growth and development have been enhanced – a valuable contribution to the goal
of halving unemployment by 2014 which was adopted by government, the
business sector, labour and organised community at the Growth and Development
Summit in June 2003.
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Domestic economic developments

Domestic output1

Growth in South Africa’s real gross domestic product slowed down from an
annualised rate of 11⁄2 per cent in the first quarter of 2003 to 1 per cent in the
second quarter. This slowdown is consistent with the relatively subdued growth in
the international economy in the first half of 2003. The supply side of the economy
– especially the export-oriented divisions of the manufacturing sector – was
adversely affected by lower demand in the country’s major trading partners. This
has been exacerbated by the sustained recovery in the exchange value of the rand
since 2002. However, the South African economy’s growth performance was
supported by domestic demand which remained comparatively firm in the second
quarter of 2003.

The slowdown in real economic growth in the second quarter of 2003 was
widespread. In the primary sector the pace of decline in real value added worsened,
while in the secondary sector real value added remained broadly unchanged in the
second quarter after still having increased somewhat in the first quarter. In addition,
the real output growth of the tertiary sector slowed down further from the first to the
second quarter of 2003. Measured over one year, total real gross domestic product
in the first half of 2003 increased at a rate of 2 per cent, well below the 3 per cent
growth recorded in 2002 as a whole.

Following a decline of 2 per cent in the first quarter of 2003, the real value added by
the primary sector contracted further at an annualised rate of 3 per cent in the
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1 The growth rates referred
to in this section are based on
seasonally adjusted data.
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second quarter. This was mainly due to a decline in the real output of the agricultural
sector which more than offset the positive growth rate posted in the mining sector.

Adverse weather conditions in the 2002/03 planting season resulted in a
comparatively smaller harvest of most field crops. In the case of the maize crop, this
happened in spite of a relatively large area planted; at the time of planting, the price
of maize was attractively high. The real value added by the agricultural sector
declined further at an annualised rate of 81⁄2 per cent in the second quarter of 2003
as a consequence of the unfavourable weather.

The real output of the mining sector increased in the second quarter of 2003.
Following a decline of 1⁄2 a per cent in the first quarter of 2003, growth in the real value
added by the mining sector rose at an annualised rate of 2 per cent in the second
quarter. This can be attributed to solid growth recorded by the diamond and
platinum-mining sectors, which more than neutralised declines in output volumes of
the gold and coal mines. The increase in the real output of diamond mining was
underpinned by strong demand for unpolished diamonds to replenish stock levels,
as consumer preferences in the overseas market shifted towards diamond jewellery.
The popularity of platinum jewellery, together with consistent demand by the
automotive industry for the manufacture of catalytic converters, boosted the real
output of the platinum-mining sector.

Following an increase at an annualised rate of 1⁄2 a per cent in the first quarter of
2003, the real value added by the secondary sector stagnated in the second
quarter. This was on account of a contraction in real manufacturing output which
was reinforced by sharply lower growth in the real output of the construction sector.
Measured over one year, growth in the real value added by the secondary sector
amounted to 11⁄2 per cent in the second quarter, compared with the 31⁄2 per cent
growth rate in the 2001 and 2002 calender years.
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Maize crop estimates

Season Area planted Crop size
(million hectares) (million tonnes)

2001/02 .................................................................. 3,533 10,049
2002/03 .................................................................. 3,567 9,405

Source: Crop Estimates Committee, 20 August 2003

Real gross domestic product
Percentage change at seasonally adjusted annualised rates

2002 2003

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

Primary sectors ................... 3.1⁄2 4.1⁄2 2.1⁄2 0 1.1⁄2 -2 -3
Agriculture....................... 7.1⁄2 9 5 .1⁄2 4 -3 -8.1⁄2
Mining ............................. .1⁄2 1.1⁄2 1 0 -.1⁄2 -.1⁄2 2

Secondary sectors............... 3.1⁄2 5 3 2 3.1⁄2 .1⁄2 0
Manufacturing ................. 4 6 3.1⁄2 1.1⁄2 4 -.1⁄2 -1

Tertiary sectors .................... 2.1⁄2 3.1⁄2 3 3 3 2.1⁄2 2
Non-agricultural sectors....... 2.1⁄2 3.1⁄2 3 2.1⁄2 3 1.1⁄2 1.1⁄2
Total .................................... 3 4 3 2.1⁄2 3 1.1⁄2 1



The real output of the manufacturing sector contracted for the second successive
quarter. Following a decline of 1⁄2 a per cent in the first quarter of 2003, growth further
slid to an annualised rate of contraction of 1 per cent in the second quarter. The
contraction was evident in lower production volumes of almost all subsectors of the
manufacturing sector. It was particularly pronounced in the export-oriented
subsectors and in sectors that are vulnerable to import competition like clothing and
textile products, wood and wood products, electrical machinery and apparatus as
well as in radio, television and computer equipment.

The contraction in the aggregate real value added by the manufacturing sector can
be attributed to, among other things:
- weaker global demand which translated into lower export volumes;
- the recovery in the exchange value of the rand which, in addition to reducing the

competitiveness of South African exports, also compressed output in import-
competing industries; and

- the inhibiting impact of slower real income growth and relatively high real interest
rates on general business conditions.

Under these circumstances, the number of new orders for manufactured products
tapered off. Capacity utilisation in manufacturing also receded to only 79 per cent in
May 2003, down from 80 per cent in February and a recent high point of 81,2 per
cent in August 2002.

The real value added by the electricity, gas and water sector increased at an
annualised rate of 11⁄2 per cent in each of the first two quarters of 2003. This can
mainly be attributed to an increase in the real output of the electricity subsector
on account of an increase in export demand from neighbouring countries and
lower imports.
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Growth in the real value added by the construction sector slowed down from an
annualised rate of 31⁄2 per cent in the first quarter of 2003 to 2 per cent in the second
quarter. It appears as if the rising interest rates in 2002 adversely affected activity in
the construction sector. Notwithstanding the declining inflation trend, increases in
the building cost of new houses remain quite high, making building relatively less
attractive than purchasing an existing house. As a result, growth in the demand for
new residential buildings tapered off in the second quarter.

In the tertiary sector, growth in the real value added still held firm but at a slower rate
than in the first quarter. Following an increase at an annualised rate of 21⁄2 per cent
in the first quarter of 2003, growth edged lower to 2 per cent in the second quarter.
This can mainly be attributed to slower growth in the transport, storage and
communication sector which outweighed the marginally better performances in the
financial intermediation, insurance, real-estate and business services sector.

The real value added by the commerce sector increased at an annualised rate of 11⁄2 per
cent in the second quarter of 2003, thus maintaining the rather lacklustre growth
recorded in the first quarter. This subdued growth can be attributed to the disappointing
performance of the catering and accommodation sector. This weaker growth in
catering and accommodation was partly offset by somewhat firmer growth in the
retail and wholesale trade as well as the motor trade subsectors. Real output of the
retail trade subsector was supported by firm demand for consumer goods.

Following an annualised increase of 51⁄2 per cent in the first quarter of 2003, growth in
the real value added by the transport, storage and communication sector slowed down
to 4 per cent in the second quarter. This was the net effect of stagnant growth in the
transport subsector, which offset robust growth in the cellular communication sector.
The latter sector continued to benefit from the demand for communication services of
both businesses and consumers. Anecdotal evidence suggests that cellular telephones
are more readily accessible for most people than fixed line telephones.

Growth in the real value added by the financial intermediation, insurance, real-estate
and business services sector accelerated from an annualised rate of 2 per cent in
the first quarter of 2003 to 21⁄2 per cent in the second quarter. This faster growth can
mainly be attributed to an improvement in the real value added by banks and the
real-estate sector. Activity in the real-estate market continued to increase firmly due
to the expanding demand for housing. There was also an emerging group of market
participants who acquired residential units for investment purposes. The real value
added by the general government sector increased at an annualised rate of 1 per
cent in the second quarter of 2003, broadly maintaining the growth rate recorded in
the first quarter.

Domestic expenditure

In contrast to domestic production which lost considerable momentum, growth in
aggregate real gross domestic expenditure escalated from a quarter-to-quarter and
annualised rate of 31⁄2 per cent in the first quarter of 2003 to 51⁄2 per cent in the
second quarter. This was mainly due to a rising tempo of inventory accumulation,
some of which was probably involuntary. In addition, real aggregate final demand still
increased strongly, albeit at a slightly slower pace than in the first quarter.

Real final consumption expenditure by households remained strong in the second
quarter of 2003. Real outlays on consumer goods and services increased at a
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seasonally adjusted and annualised rate of 21⁄2 per cent in the second quarter,
broadly maintaining the rate attained during the fourth quarter of 2002 and the first
quarter of 2003. The sustained strength in household spending was evident in all the
major expenditure categories.

The growth in real household spending on durable goods held firm in the second
quarter of 2003 at an annualised rate of 21⁄2 per cent, the same rate recorded in the
first quarter. Demand for furniture and household appliances as well as for
recreational and entertainment goods was particularly robust. This was partly due to
the high import content of these goods, the prices of which benefited from the
appreciation of the exchange rate of the rand. Similar spending behaviour was also
evident in the increase in real outlays on semi-durable goods, especially household
textiles and furnishings.
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Real gross domestic expenditure
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Real gross domestic expenditure
Percentage change at seasonally adjusted annualised rates

2002 2003

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

Final consumption expenditure 
by households ........................ 3.1⁄2 4 3 2.1⁄2 3 2.1⁄2 2.1⁄2
Final consumption expenditure 
by general government ........... 3.1⁄2 3.1⁄2 3.1⁄2 4 3.1⁄2 4 4
Gross fixed capital formation... 7 8 8.1⁄2 11.1⁄2 6.1⁄2 8 5.1⁄2
Change in inventories 
(R billions,1995 prices) ............ 6,.4 0,.4 4,.5 6,.2 4,.4 4,.2 6,4
Gross domestic expenditure.. 5.1⁄2 -.1⁄2 7.1⁄2 5 4 3.1⁄2 5.1⁄2



Real spending on the largely non-discretionary non-durable goods and services
categories increased at a relatively brisk pace in the second quarter of 2003. All the
spending categories showed increases, particularly household fuel and power.

The resilience of household demand in the second quarter of 2003 was the result of
an improvement in consumer finances and confidence which could be attributed to:
- tax relief to consumers announced in the 2003/04 Budget; 
- the increase in size of the child grant and its extension to children in an older age

group, and the increase in the disability and pension grant in the Budget;
- wage settlements which mostly matched and even exceeded the prevailing

inflation rate; and
- expectations – realised in June – of a decline in debt servicing cost on account

of a reduction in lending rates.

Although an increase in household disposable income partly financed higher
consumption expenditure, households also incurred further debt in the second
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Final consumption expenditure by households
Percentage change at seasonally adjusted annualised rates

2002 2003

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

Durable goods ........................ -2.1⁄2 -1.1⁄2 8.1⁄2 -4.1⁄2 1.1⁄2 2.1⁄2 2.1⁄2
Semi-durable goods ............... 13 17 4 2 9.1⁄2 3 3.
Non-durable goods................. 2 2 2 0 2 2 2.1⁄2
Services .................................. 3 3 3 6 3.1⁄2 3 3
Total........................................ 3.1⁄2 4 3 2.1⁄2 3 2.1⁄2 2.1⁄2



quarter of 2003. Household debt as a percentage of disposable income edged higher
from 53 per cent in the first quarter to about 531⁄2 per cent in the second quarter of
2003. While part of this additional debt was channelled to consumption expenditure,
part of debt accumulation was intended for fixed property acquisitions. Mortgage
advances relative to total household debt increased from 54 per cent in the fourth
quarter of 2001 to 561⁄2 per cent in both the first and second quarters of 2003.
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Real final consumption expenditure by general government increased at an
annualised rate of 4 per cent in the second quarter of 2003, thus maintaining the rate
recorded in the first quarter. This can mainly be attributed to higher expenditure on
non-wage goods and services. There was little growth in real compensation of
employees on a quarter-to-quarter basis in the second quarter of 2003.
Nevertheless, the ratio of final consumption expenditure by general government to
gross domestic product increased from 191⁄2 per cent in the first quarter of 2003 to 
20 per cent in the second quarter.

Growth in real gross fixed capital formation continued at a lively pace of 51⁄2 per cent
in the second quarter of 2003, somewhat lower than the growth rate of 8 per cent
recorded in the first quarter. While rather buoyant investment activity was recorded
in the private sector and general government’s pace of growth in real fixed capital
outlays also picked up somewhat, the tempo of growth in public corporations’ real
fixed capital formation decelerated sharply.

Growth in real gross fixed capital formation by the private sector accelerated from
an annualised rate of 51⁄2 per cent in the first quarter of 2003 to 61⁄2 per cent in the
second quarter. The bulk of new capital formation took place in the mining and
quarrying sector. However, investment activity was relatively subdued in the other
economic sectors compared with the first quarter. Real fixed capital expenditure
by the mining sector benefited from ongoing expansion of capacity that took place
mainly in the platinum-mining sector. The slowdown in real fixed capital outlays by
the manufacturing sector was broadly in keeping with the reduced profitability in
this sector which was adversely affected by sluggish world demand, the recovery
in the exchange rate of the rand and a decline in the utilisation of production
capacity. In agriculture lower real output and declining product prices resulted in
a notable contraction in real fixed capital expenditure.
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Growth in real fixed capital formation by public corporations decelerated in the
second quarter of 2003. This deceleration was the net result of a strong increase
in the capital investment of Transnet which was almost neutralised by a contraction
in real fixed capital expenditure of other public corporations. The replacement of
rolling stock and the ongoing Coega project underpinned capital formation by
public corporations.

Real gross fixed capital formation by general government increased at an annualised
rate of 4 per cent in the second quarter of 2003 compared with 31⁄2 per cent in the
first quarter. All three levels of government were responsible for this increase in real
fixed capital expenditure as government continued to expand and upgrade its
capacity for service delivery.

Annualised real inventory investment, measured at 1995 prices, increased from 
R4,2 billion in the first quarter of 2003 to R6,4 billion in the second quarter. In
contrast to the first quarter when inventories subtracted 1 percentage point from
economic growth, inventory investment contributed 11⁄2 percentage points to
growth in real gross domestic product in the second quarter of 2003. Most of the
inventory accumulation occurred in the mining and manufacturing sectors of the
economy. The accumulation of inventories in these export-oriented industries
was probably largely involuntary and coincided with lower export demand and, in
the manufacturing sector, lower domestic sales. In addition, the cost of holding
inventories was somewhat reduced with the lowering of interest rates towards
the end of the second quarter. By contrast, there was a reduction in the
inventories of the commerce sector as retail demand continued to increase
robustly in the second quarter of 2003. As a result of these developments, the
ratio of industrial and commercial inventories to non-agricultural gross domestic
product increased from 151⁄2 per cent in the first quarter of 2003 to 16 per cent in
the second quarter.
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Factor income

The growth in total nominal factor income, measured over a year, slowed down from
101⁄2 per cent in the first quarter of 2003 to just 8 per cent in the second quarter. This
could mainly be attributed to weaker growth in gross operating surpluses of
business enterprises.

Growth in compensation of employees, measured over four quarters, slowed down
slightly from 91⁄2 per cent in the first quarter of 2003 to 9 per cent in the second
quarter. The weaker growth was evident throughout all the major sectors of the
economy with the exception of the mining and manufacturing sectors where growth
remained the same as in the first quarter. Against the background of the recent
relatively high wage settlements, businesses appear to be rationalising staff
complements in order to contain the growth in the overall wage bill.

The rate of increase in gross operating surpluses of business enterprises over
one year slowed down sharply from 111⁄2 per cent in the first quarter of 2003 to
only 7 per cent in the second quarter. Aside from the finance, insurance, real-
estate and business services sector where growth accelerated somewhat, the
slowdown in growth was spread throughout all the major sectors of the economy.
Operating surpluses of the financial services sector benefited from a relatively
healthy performance of the banking sector. The relative weakness of the
economy, coupled with the recovery in the exchange rate of the rand, took its toll
on operating surpluses across most sectors of the economy. Profit margins of the
export-oriented mining and manufacturing sectors, in particular, remained under
pressure. Consequently, the ratio of gross operating surplus to total factor
income declined from 481⁄2 per cent in the first quarter to 471⁄2 per cent in the
second quarter of 2003.
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Gross saving

Gross saving as a percentage of gross domestic product weakened from 16 per cent
in the first quarter of 2003 to 151⁄2 per cent in the second quarter. Simultaneously,
capital formation rose to 17 per cent of gross domestic product; the South African
economy accordingly could not meet all its financing requirements from internally
generated saving resources. The lower saving ratio in the second quarter of 2003 was
primarily a result of lower corporate saving. The ratios of gross saving by general
government and households relative to gross domestic product remained
approximately the same as in the first quarter.

Gross saving by the corporate sector as percentage of gross domestic product
declined from 111⁄2 per cent in the first quarter of 2003 to 11 per cent in the second
quarter. This can be ascribed to somewhat faster growth in dividend payments relative
to operating surpluses. In addition, dividend payments to non-resident shareholders
increased firmly. Dividend payments to the rest of the world as a percentage of total
dividends declared by incorporated business enterprises increased from 28 per cent
in the first quarter of 2003 to 29 per cent in the second quarter.

The gross saving by households as a percentage of gross domestic product
remained at around 3 per cent in the first and the second quarters of 2003. Despite
an improvement in real disposable income, the saving of households remained under
pressure as final consumption expenditure by households persisted at a relatively
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high level. The lower profitability of companies, partly due to the erosion of pricing
power as the exchange rate of the rand recovered, impacted on the tax base of
general government. Growth in tax revenue slowed down, thereby increasing the
shortfall between expenditure and income and weakening the gross saving by
general government.

Employment

While increases in employment were registered in the second and third quarters of
2002, recently published labour market statistics by Statistics South Africa have
dispelled the perception that significant gains had been made in formal non-
agricultural employment towards the end of that year. According to the new
expanded Survey of Employment and Earnings (SEE), no significant change in formal
non-agricultural employment occurred between September and December 2002.
When allowing for seasonal variation, employment numbers actually contracted
towards the end of 2002. Preliminary evidence suggests that employment prospects
continued to deteriorate in the first half of 2003.

Following a process of ongoing improvements in the quality and coverage of
economic statistics, Statistics South Africa has again published the SEE as an
official statistical release in early August 2003. From March 2001 onwards, the
SEE’s precursor, the Survey of Employment and Earnings in Selected Industries or
SEESI, was published as a discussion document to afford the agency the
opportunity to expand the survey’s coverage. In SEESI, industries such as
restaurants and other eating and drinking places, boarding houses, caravan parks
and guest farms, private air transport and private telecommunication services
were excluded. Information on real-estate activities, business services, private
educational services, private medical, dental and other health services, and
welfare and religious organisations was also not collected. Apart from
government, all VAT-registered businesses outside of agriculture are surveyed in
terms of the new SEE. This caused the coverage of the new expanded SEE for
September and December 2002, in terms of employment numbers, to rise by 
35 per cent compared to the SEESI.

Although overall employment levels were fairly flat between September and
December 2002, gains were made in five of the eight main sectors of the economy
during this period. Over this period, approximately 20 000 new employment oppor-
tunities became available in the community, social and personal services sector.
Employers in manufacturing, electricity and water supply, wholesale and retail trade,
personal and household goods, hotels and restaurants also expanded their
personnel complements. Unfortunately, most of these gains were of a temporary
nature to satisfy once-off or seasonal labour needs around the year-end.
Employment in the financial intermediation and insurance, real-estate and business
services sector contracted by about 36 000 workers towards the end of 2002 and
thereby nullified employment gains in other sectors.

Unfortunately, no consolidated official employment statistics have yet been
released for 2003. This resulted from the comprehensive revising of labour market
surveys by Statistics South Africa. Preliminary information based on indirect
evidence seems to indicate that the virtually static employment numbers of the
second half of 2002 turned into renewed job losses in the initial months of 2003.
Factors that probably contributed to the slack in employment growth in 2003 were
lacklustre world economic growth, the recovery in the exchange rate of the rand
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which eroded the international price competitive gains of late 2001 and early
2002, and a slowdown in domestic economic growth.

Changes in the volume of job advertisements in the print media which have
historically been fairly well correlated with changes in formal non-agricultural
employment, corroborate the anticipated reduction in employment totals in 2003. In
fact, the volume of job advertisements in the media fell by 14,5 per cent in the year
to the first quarter of 2003 and by 20,6 per cent in the year to the second quarter.

According to Andrew Levy Employment Publications, a private-sector labour
publication, the number of workdays lost due to strikes and work stoppages rose
from 130 000 in the first half of 2002 to 240 000 in the first half of 2003. It is stated
that although the number of workdays lost almost doubled over this period, the
increase was largely due to issues pertaining to company-specific rules. Changes to
funeral benefits and shift allocation procedures and a dispute regarding the provision
of free anti-retroviral drugs for employees living with Aids triggered labour action in
the first half of 2003. A significant factor which contributed to heightened tension in
the labour market was the fact that a number of long-term agreements were
negotiated this year, primarily in the mining and metal and engineering sectors. Most
of these negotiations were concluded without any meaningful disruption to
production processes.

Labour cost and productivity

An acceleration in nominal wage growth became evident as the average settlement
rate for collective bargaining agreements increased from 7,5 per cent in the first half
of 2002 to 8,0 per cent for the year as a whole and to 8,9 per cent in the first half of
2003. More recent wage settlements increased further to average almost
10 per cent. It is expected that dissipating consumer price inflation may lead to a
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moderation in settlement rates in coming months. However, according to 
PE Corporate Services, a private-sector labour consultancy, wage increases are
expected to remain in excess of inflation for some time to come as skills shortages
continue to prevail in the labour market.

Information obtained from the Automated Clearing Bureau on salaries, wages and
pensions deposited into the bank accounts of almost 5 million salaried and retired
workers, suggests that nominal wage growth per worker amounted to around 9 per
cent in the first half of 2003 when compared with the same period in the previous year.

Remuneration packages in both the private and public sector increasingly
incorporate performance-related criteria. PE Corporate Services indicates that 
75 per cent of South African organisations use some form of performance-based
pay system while 60 per cent of organisations, including the public sector and
parastatals, have a performance-linked component in their remuneration packages.
This is likely to impact positively on future productivity trends.

As indicated in the June 2003 Quarterly Bulletin, year-on-year growth in labour
productivity in the manufacturing sector fell back markedly to 0,6 per cent in the
fourth quarter of 2002 as manufacturing production slowed down and more workers
were absorbed in production processes during that period. Economy-wide labour
productivity growth also diminished to 1,8 per cent in the year to the fourth quarter
of 2002 from rates generally in excess of 4 per cent in preceding years. In the
absence of new official labour market statistics for 2003, it is fair to accept that no
meaningful turnaround in labour productivity growth had occurred in recent months
as production volumes remained subdued. The possible decrease in employment
numbers in recent months, though, might lead to moderate increases in labour
productivity growth rates.
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The sharp fall-back in the rate of increase in labour productivity combined with an
increase in nominal wage growth propelled the pace of increase in nominal unit labour
cost in the manufacturing sector to 9,0 per cent in the year to the fourth quarter of
2002. Preliminary indications are that this growth slowed down somewhat to 6 per
cent in the year to the second quarter of 2003. The slowdown in economy-wide
labour productivity and rising nominal wage growth caused nominal unit labour cost
in the overall formal non-agricultural sector of the economy to increase at an average
rate of 7,0 per cent in 2002 – almost twice as high as in 2001. Preliminary indications
are that this rate remained at about 7 per cent in the year to the second quarter of
2003. The acceleration in nominal wage growth in recent months requires significant
advances in labour productivity to contain further increases in nominal unit labour cost
and to ensure increases consistent with the inflation target range.

Prices

Price inflation receded meaningfully in recent months, following an abrupt rise to
rates in excess of 10 per cent in 2002. The recent waning in inflationary pressures
was mainly a consequence of the recovery in the international exchange value of the
rand since about the second half of 2002. Prudent monetary and fiscal policies
further assisted the reduction in inflation. The deceleration in inflation was especially
pronounced in the prices of tradeable goods, although services price inflation also
slowed down.

In some instances, declining price pressures even developed into absolute declines
in the prices of goods and services. In fact, from quarter to quarter the production
prices of goods have been declining since the first quarter of 2003 and consumer
goods prices also declined in the second quarter of 2003, lagging slightly behind
production prices.

As could be expected, imported goods inflation benefited most from the strong
recovery of the rand, which on a trade-weighted monthly average basis rebounded
by more than 35 per cent in the nineteen months to July 2003. The year-on-year rate
of change in the prices of imported goods moved from an inflation rate of 4,6 per
cent in January 2003 to a deflation rate of 3,4 per cent in June. Subsequently, the
pace of deflation accelerated to 6,4 per cent in July 2003, mainly on account of
lower prices of imported crude petroleum and the renewed recovery in the exchange
rate of the rand in July 2003. When measured over periods of twelve months,
declines were recorded in the prices of goods in most of the imported categories
during July 2003.

The short-term pace of change in the prices of imported goods slowed down for five
consecutive quarters from an annualised inflation rate of 37,5 per cent in the first quarter
of 2002 to prices falling at a rate of 10,3 per cent in the second quarter of 2003.

As the cost of imported goods declined, the year-on-year rate of increase in the
prices of domestically produced goods decelerated from 15,3 per cent in August
2002 to a tame 3,5 per cent in May 2003 and 4,4 per cent in both June and July.
The pick-up in domestically produced goods inflation in June 2003 resulted mainly
from a sharp increase in the electricity tariffs charged by Eskom, the state-owned
electricity utility. Electricity tariffs increased by 45 per cent in June 2003, linked to the
introduction of greater variation between summer and winter tariffs from July 2002.
This increase contributed as much as 1,8 percentage points to the month-on-month
increase in the prices of domestically produced goods in June 2003. In July 2003,
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higher electricity prices were again the main driver of domestically produced goods
inflation, followed by increases in the prices of transport equipment and paper
products and printing. These increases were partially offset by declines in the prices
of agricultural products and products of petroleum and coal.

Concerning food prices, agricultural food prices fell by 7,3 per cent in the year to
July 2003, as the prices of grain, fruit, meat and some other agricultural products
declined. At the manufactured level, year-on-year food price increases also
decelerated to 2,8 per cent in July 2003, from 30,1 per cent ten months earlier. The
decline in the production prices of food bodes well for a further slowdown in food
price inflation at the consumer level in coming months.

The quarter-to-quarter pace of change in the prices of domestically produced goods
reverted from an annualised rate of increase of 6,0 per cent in the fourth quarter of
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2002 to a decrease at a rate of 0,7 per cent in the first quarter of 2003. As
inflationary pressures remained muted, the average price level of domestically
produced goods picked up only slightly in the second quarter of 2003.

Following a slowdown in the pace of increase in the prices of both imported and
domestically produced goods in recent months, the year-on-year rate of increase in
the all-goods production price index fell back from 8,1 per cent in January 2003 to
a mere 1,2 per cent in May. As higher electricity prices pushed the index higher, the
year-on-year rate of increase in the production prices of goods rose marginally to 
2,3 per cent in June 2003, but fell back to 1,5 per cent in July. From quarter to
quarter, production prices fell back at annualised rates of around 3 per cent in both
the first and second quarters of 2003.
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Production prices
Quarter-to-quarter percentage changes at seasonally adjusted annualised rates

Period Domestically Imported Overall 
produced goods production

goods prices

2001: Year........................................ 7,8 10,0 8,4
2002: 1st qr...................................... 21,6 37,5 26,0

2nd qr .................................... 14,5 12,7 13,4
3rd qr ..................................... 12,7 5,8 11,0
4th qr ..................................... 6,0 2,3 5,2
Year........................................ 13,5 15,5 14,2

2003: 1st qr...................................... -0,7 -9,5 -3,0
2nd qr .................................... 0,3 -10,3 -3,1



Diminishing price pressures at the production level contributed significantly to the
waning of consumer price inflation in the first half of 2003. Inflation in the prices of
consumer goods declined from a year-on-year rate of 10,7 per cent in January 2003 to
4,6 per cent in June. Following an increase in the prices of petrol and diesel, water,
electricity and cigarettes and tobacco products, year-on-year inflation in the prices of
consumer goods rose to 5,2 per cent in July 2003. The driving force behind the general
deceleration in consumer goods price inflation in recent months came from declining
food price inflation. Food price inflation fell from a year-on-year rate of 15,5 per cent in
January 2003 to 7,3 per cent in July. Falling transport costs, when compared over
periods of twelve months, further assisted the deceleration in consumer goods inflation.
A relatively stable price environment for new motor vehicles, occasioned by the recovery
of the rand, also contributed to easing inflationary pressures in the first half of 2003.

Not only was price decreases being experienced at the production level in recent
months, but when measured from quarter to quarter and expressed at an
annualised rate, consumer goods prices also declined at a rate of 0,9 per cent in the
second quarter of 2003. Declining goods prices were evident in the categories
furniture and equipment, clothing and footwear, as well as transport goods.

Unlike goods price inflation, services price inflation remained relatively high. Year-on-
year services price inflation was still at around 11 per cent during the opening months
of 2003. More recently though, services price inflation declined somewhat to 9,5 per
cent in June 2003. Following the decline in mortgage interest rates, services price
inflation fell to 5,5 per cent in the year to July 2003. The quarter-to-quarter pace of
increase in the prices of consumer services slowed down more meaningfully from 
6,4 per cent in the first quarter of 2003 to 3,1 per cent in the second quarter. A
deceleration in the pace of increase in home ownership costs was the main
contributor to the waning of services price inflation in the second quarter of 2003.

Overall consumer price inflation decelerated from a recent high point of 13,0 per
cent in the year to October 2002 to 5,2 per cent in the year to July 2003. The
slowdown in the year-on-year measure of overall consumer price inflation in 2003
not only resulted from high base values in the preceding year, but also from falling
short-term inflation in the prices of high-weight categories. Amongst these
categories are those for transport goods and food which contributed significantly to
the waning of price inflation. Whereas food price inflation slowed down to an
annualised rate of 1,1 per cent in the second quarter of 2003, the prices of transport
goods fell back at an annualised rate of 12,6 per cent. Combined with declining
prices of furniture and equipment, quarter-to-quarter and annualised consumer
price inflation fell from 13,9 per cent in the fourth quarter of 2002 to 1,6 per cent in
the second quarter of 2003.
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Consumer prices
Quarter-to-quarter percentage changes at annualised rates

Period Goods Services Headline inflation CPIX inflation

2001: Year ...................................... 5,6 5,5 5,7 6,6
2002: 1st qr.................................... 12,8 10,6 11,2 10,6

2nd qr................................... 13,1 10,0 12,4 10,3
3rd qr ................................... 10,9 15,6 12,7 10,8
4th qr.................................... 13,3 15,0 13,9 12,0
Year ...................................... 10,2 7,8 9,2 9,3

2003: 1st qr.................................... 3,0 6,4 4,2 5,1
2nd qr................................... -0,9 3,1 1,6 2,4



Twelve-month CPIX inflation (i.e. changes in the overall consumer price index for
metropolitan and other urban areas, excluding the interest cost of mortgage bonds)
fell from a recent peak value of 11,3 per cent in October 2002 to a low of 6,4 per
cent in June 2003 – the lowest rate of increase in nineteen months. Subsequently
this rate picked up marginally to 6,6 per cent in July 2003. The general deceleration
in CPIX inflation was also mainly due to the moderation in food price inflation and the
decline in transport costs. Price declines were also registered across a wide range
of smaller categories, resulting in the short-term pace of increase in CPIX
moderating considerably from an annualised rate of 12,0 per cent in the fourth
quarter of 2002 to 2,4 per cent in the second quarter of 2003. This rate of increase
is the lowest since the establishment of the CPIX indicator in 1997.
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Period Production Overall consumer CPIX
price index price index

2002: Oct ......................................... 14,6 13,0 11,3
Nov ........................................ 13,9 12,9 11,3
Dec ........................................ 12,4 12,4 10,8
Year........................................ 14,2 9,2 9,3

2003: Jan ......................................... 8,1 11,6 10,0
Feb......................................... 6,2 10,3 9,3
Mar......................................... 5,1 10,2 9,3
Apr ......................................... 3,3 8,8 8,5
May ........................................ 1,2 7,8 7,7
Jun ......................................... 2,3 6,7 6,4
Jul .......................................... 1,5 5,2 6,6



Foreign trade and payments

Current account2

The most recently available data on the composite leading indicator of the
Organisation for Economic Cooperation and Development (OECD) signal that
growth prospects have improved in the OECD area. However, this follows a fairly
lacklustre global economic performance in the first half of 2003, partly due to the
uncertainties created by the US-led war in Iraq, high oil prices and concerns over
the spread of the Severe Acute Respiratory Syndrome (SARS). Oil prices in US dollar
terms reached a 12-year high in mid-February 2003, but receded following the
invasion in Iraq, largely because the disruption to the oil supply from the region was
expected to be less serious than previously feared. The spot price of Brent crude oil,
however, rose again to reach levels of around $30 per barrel by August 2003 as a
result of low OECD crude oil inventories (especially in the United States),
uncertainties over Iraq’s oil production and anticipation of seasonally strong winter
demand in the Northern Hemisphere.

The apparent sluggish recovery in global economic activity together with the
recovery in the exchange value of the rand adversely affected the total export
earnings of South African producers in the second quarter of 2003. After having
regressed strongly in the first quarter of 2003, the decrease in the value of
merchandise exports continued in the second quarter of 2003 albeit at a slower
pace than before. At the same time, the value of merchandise imports contracted
only marginally, underpinned by the relatively strong growth in real gross domestic
expenditure. These developments led to the narrowing of the trade surplus from
R32,0 billion in the first quarter of 2003 to R23,5 billion in the second quarter.

The trade surplus probably suffered from the realignment of relative prices following
the recovery in the exchange rate of the rand from the second half of 2002 to the
first half of 2003, which diminished the price competitiveness of South African
exporters and import-competing producers.

The combined effect of a contraction in the trade surplus and a slightly larger
shortfall on the net service and income account with the rest of the world, was a

24 QUARTERLY BULLETIN September 2003

SA RESERVE BANK

2 The current-account flows
referred to in this section are all
seasonally adjusted and
annualised.

Balance of payments on current account
Seasonally adjusted and annualised
R billions

2002 2003

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

Merchandise exports ......................... 288,5 272,1 295,9 283,4 257,8 248,9
Net gold exports................................ 43,5 46,9 40,2 42,6 35,6 33,7
Merchandise imports ......................... -276,0 -276,8 -293,0 -279,8 -261,4 -259,1
Trade account................................... 56,0 42,2 43,1 46,2 32,0 23,5
Net service, income and transfer 
payments .......................................... -51,4 -44,4 -38,8 -42,9 -38,8 -39,9
Balance on current account ............. 4,6 -2,2 4,3 3,3 -6,8 -16,4



significant widening of the current-account deficit from R6,8 billion in the first quarter
of 2003 to R16,4 billion in the second quarter. The second-quarter deficit amounted
to 1,4 per cent of gross domestic product – a magnitude that could easily be
financed through capital inflows.

Following the improvement in the external value of the rand and the accompanying
decline in the rand prices of exported goods, the value of merchandise exports
decreased by 3,5 per cent from the first to the second quarter of 2003. Declines
were recorded in all the main categories of exports. Lower export proceeds from
base metals and the platinum metals group contributed to a decline in mining
exports, whereas an increase in the subcategory for vehicle and transport
equipment was countered by a decrease in the subcategories for textiles and textile
equipment and machinery and electrical equipment.

Subdued international commodity prices coupled with a moderate recovery in the
external value of the rand brought about a further decline in the unit value of
exported goods in the second quarter of 2003. The decline in the average rand
prices of merchandise exports came to only 3,0 per cent in the second quarter of
2003, compared with a decline of 8,0 per cent in the first quarter. Against the
background of lacklustre world demand, the physical quantity of merchandise
exports declined by 0,5 per cent in the second quarter of 2003, having contracted
by 5,3 per cent in the first quarter. 

The value of net gold exports continued to decline in the second quarter of 2003,
despite an increase of almost 1,5 per cent in the physical quantity of exported gold.
While the average fixing price of gold on the London market dropped slightly from
US$352 per fine ounce in the first quarter to US$347 per fine ounce in the second
quarter of 2003, in rand terms the average realised price of gold recorded a more
pronounced decline from R3 026 per fine ounce to R2 778 per fine ounce over the
same period. The value of net gold exports accordingly fell by 5,3 per cent in the
second quarter of 2003, having already declined by 11,3 per cent in the first quarter.
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The value of merchandise imports, which had decreased by 10,8 per cent in the first
quarter of 2003, marginally declined further by 0,9 per cent in the second quarter.
The lower value of imported goods could mainly be ascribed to decreases in the
imports of mining products – particularly the subcategory pearls, precious and semi-
precious stones – and agricultural products. These declines barely countered the
increase of almost the same magnitude in imports of manufactured goods.

The physical volume of imported goods rose by 1,0 per cent in the second quarter
of 2003 after declining by 3,5 per cent in the first quarter. This increase came as a
result of an increase in the volume of oil imports, while the volume of non-oil imports
remained virtually unchanged from the first to the second quarter of 2003.

A deceleration in wholesale price inflation in South Africa’s most important trading-
partner countries, together with an appreciation of the rand and lower international
oil prices, pushed down the rand prices of imported goods by about 2,0 per cent in
the second quarter of 2003, following a 7,5 per cent decline in the first quarter.

The prices of gold, non-gold commodities, other merchandise and non-factor
services exported receded somewhat more than the prices of imported goods and
services, resulting in a slight deterioration in South Africa’s terms of trade in the
second quarter of 2003.

An increase in payments for services rendered by non-residents as well as higher
interest payments on government’s foreign debt in the second quarter of 2003, were
almost offset by a higher level of service and income receipts from the rest of the
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world. Larger income receipts, particularly dividend receipts from non-residents,
weighed positively on the overall balance of the net service, income and current
transfer account, which only widened by R1 billion from R38,8 billion in the first
quarter of 2003 to R39,9 billion in the second quarter. The shortfall on the services
account has been fluctuating around these levels since the fourth quarter of 2002.

Financial account

During the second quarter of 2003, net financial inflows into the economy substantially
exceeded net outflows to record the highest quarterly surplus ever registered on the
financial account of the balance of payments. In the second quarter of 2003 the surplus
on the financial account of the balance of payments amounted to R28,3 billion, after a
deficit of R4,2 billion had been recorded in the first quarter. Relative to gross domestic
product, net capital flows changed from a deficit of about 0,4 per cent to a surplus of
2,4 per cent over the same period. The abrupt turnaround in net capital flows from the
first quarter to the second quarter of 2003 can mainly be ascribed to a reversal of
portfolio investment flows. While portfolio investment inflows usually have positive
effects on the economy, the volatility of this type of investment holds inherent dangers
if this should become the principal source of funding of current-account deficits.

Foreign-owned assets in South Africa

Foreign direct investment flows into South Africa recorded an inflow of R0,6 billion
in the second quarter of 2003 compared to an inflow of R0,2 billion in the first
quarter of 2003. While during the second quarter a domestic technology company
acquired the foreign interest in another resident company, this reduction in foreign
liabilities was overshadowed by an increase in foreign direct investment liabilities.

Portfolio investment flows into South Africa changed from an outflow of R6,5 billion in
the first quarter of 2003 to an inflow of no less than R22,4 billion in the second quarter.
Foreign portfolio investors became net buyers of both domestic shares and bonds
during the quarter, and the National Treasury issued a new international bond to the
value of ¤1,25 billion in the international capital markets.
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Net financial transactions not related to reserves
R billions

2002 2003

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

Change in liabilities
Direct investment ................. 4,8 2,1 -0,7 7,9 0,2 0,6
Portfolio investment ............. 15,7 -12,9 -1,8 5,4 -6,5 22,4
Other investment ................. -3,6 -3,9 -7,7 -1,1 -5,8 3,3

Change in assets
Direct investment ................. 5,3 2,3 -2,2 4,2 -0,1 0,7
Portfolio investment ............. -1,6 -0,8 -1,2 -9,7 -0,4 0,2
Other investment ................. -1,0 3,2 10,3 12,0 2,4 -2,3

Total financial transactions*...... 21,5 -0,2 0,6 33,5 -4,2 28,3

* Including unrecorded transactions



Other foreign investment into South Africa amounted to R3,3 billion in the second
quarter of 2003, compared to an outflow of R5,8 billion in the first quarter. During
the second quarter of 2003 non-residents increased both their rand and foreign-
currency denominated deposits with domestic banks.

South African-owned assets abroad

Outward direct investment was reversed from an outflow of R0,1 billion during
the first quarter of 2003 to an inflow of R0,7 billion during the second quarter.
South African companies continued to expand abroad, but in the second
quarter the repatriation of profits from affiliated companies more than
neutralised this outflow.

Portfolio investment by South African entities abroad changed to an inflow of 
R0,2 billion during the second quarter of 2003, compared to an outflow of 
R0,4 billion in the first quarter. While South African individuals continued to diversify
their portfolios, one institutional investor repatriated funds previously invested
abroad. This could be a symptom of the lacklustre performance of foreign
investment markets, as well as expectations that the exchange value of the rand
would appreciate further.

Other outward investment from South Africa changed from an inflow of R2,4 billion
in the first quarter of 2003 to an outflow of R2,3 billion in the second quarter. The
largest contributing factor to this outflow in the second quarter of 2003 was an
increase in rand-denominated deposits of domestically domiciled banks with
foreign banks.

28 QUARTERLY BULLETIN September 2003

SA RESERVE BANK

Net financial transactions not related to reserves as percentage of gross 
domestic product*

Per cent

-1

0

1

2

3

1998 1999 2000 2001 2002 2003

* Including unrecorded transactions



Foreign debt

South Africa’s total outstanding foreign debt decreased from US$32,7 billion at the
end of December 2002 to US$31,7 billion at the end of March 2003. This decrease
could be ascribed to a decline in foreign-currency denominated debt while rand-
denominated debt remained unchanged.

Foreign reserves

The surplus on the financial account during the second quarter of 2003 more than
compensated for the deficit on the current account of the balance of payments.
Accordingly, South Africa’s net international reserve position rose by R22,5 billion
during the second quarter of 2003, following a decrease of R5,4 billion in the 
first quarter.

The value of the country’s gross gold and other foreign reserves increased from
US$14,9 billion at the end of March 2003 to US$18,5 billion at the end of June.
The level of import cover (i.e. the value of gross international reserves expressed
in relation to the value of imports of goods and services) increased from 
171⁄2 weeks’ worth at the end of March 2003 to 20 weeks’ worth at the end 
of June. Expressed in US dollars, the Reserve Bank’s gross international reserves
remained broadly unchanged at around US$7,7 billion from the end of March to
the end of July 2003.

The Reserve Bank’s net open foreign-currency position (i.e. the Bank’s oversold
forward position in foreign currency reduced by its net holdings of spot international
reserves) changed from an oversold position of US$1,2 billion at the end of March
2003 to a positive position of US$0,9 billion at the end of July. On 9 May 2003 the
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National Treasury announced the launch of a ¤1,25 billion 10-year global bond. The
proceeds of this bond were utilised to close the net open foreign-currency position of
the Reserve Bank, which at its earlier high oversold levels has been regarded by many
analysts as a sign of weakness and vulnerability to exchange rate shocks.

Exchange rates

Despite a brief depreciation in January 2003, the nominal effective exchange rate of
the rand appreciated by 7,5 per cent from the end of December 2002 to the end of
March 2003. This positive trend continued in the second quarter of 2003 with the
nominal effective exchange rate on balance appreciating by 4,4 per cent from the end
of March to the end of June 2003. During April alone the nominal effective exchange
rate appreciated by 10,2 per cent, coinciding with aggressive buying of South African
fixed-interest and equity securities by non-residents. This recovery in the rand was
underpinned by the continued weakness of the US dollar against various international
currencies. South Africa further distinguished itself from other emerging-market
countries when Standard & Poor’s and Fitch Ratings upgraded South Africa’s foreign
and local currency sovereign debt ratings in early May 2003 and assigned a stable
outlook to the country.

The consistent reduction in the Reserve Bank’s net oversold forward position from the
beginning of 2003 also supported the rand. From the end of June to the end of August
2003 the nominal effective exchange rate strengthened by 3,3 per cent. Over the same
period the rand appreciated by 5,6 per cent, 4,9 per cent and 0,7 per cent against the
euro, British pound and the US dollar respectively, while depreciating by 1,8 per cent
against the Japanese yen.

The net average daily turnover in the domestic market for foreign exchange rose from
US$8,1 billion in the second quarter of 2002 to US$8,4 billion in the first quarter of
2003 before increasing to a buoyant level of US$9,9 billion in the second quarter of
2003. Foreign exchange swap transactions constituted 69 per cent of total turnover in
the second quarter. Non-resident participation in this market increased from US$4,6
billion per day in the second quarter of 2002 to US$5,2 billion and US$6,2 billion in the
first and second quarters of 2003, respectively.

30 QUARTERLY BULLETIN September 2003

SA RESERVE BANK

Exchange rates of the rand
Percentage change 

31 Dec 2002 31 Mar 2003 30 Jun 2003
to to to

31 Mar 2003 30 Jun 2003 29 Aug 2003

Weighted average* ..................... 7,5 4,4 3,3
Euro ............................................ 4,8 2,3 5,6
US dollar ..................................... 8,9 7,6 0,7
British pound............................... 11,0 2,9 4,9
Japanese yen.............................. 9,0 8,6 -1,8

* The weighted exchange rate is calculated with reference to a basket of 13 currencies consistently
excluding Zimbabwe



The inflation-adjusted effective exchange rate of the rand appreciated by 8,1 per
cent from December 2002 to May 2003, after recovering by 29,8 per cent from
December 2001 to December 2002.
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Monetary developments, interest rates and financial markets

Money supply

Having receded to a very low level during the first quarter of 2003, growth in the
broadly defined money supply rebounded during the second quarter. The quarter-to-
quarter seasonally adjusted and annualised growth rate in M3 accelerated from 2,3
per cent in the first quarter of 2003 to 13,1 per cent in the second quarter. An
unseasonally low value of M3 at the end of March and an exceptionally high value at
the end of April were largely responsible for the divergence between these successive
quarterly growth rates.

Having decelerated from 20,6 per cent in May 2002 to single-digit levels from
January 2003, twelve-month growth in M3 lacked clear direction in the ensuing
months but remained below the 10 per cent level, as illustrated in the accompanying
graph. In July 2003 it amounted to 7,2 per cent. The subdued twelve-month growth
in M3 was related to the marked reduction in inflation and slowdown in growth in
real production and income. In turn, these reflected the effects of the recovery in the
exchange rate, weak global demand and the relatively tight monetary policy stance.
As a short-term factor, a build-up in government deposits also compressed the
growth in M3 during May and June 2003.
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During the first two quarters of 2003, fixed and notice deposits with maturities of six
months or less rose fairly briskly. Accordingly, the quarter-to-quarter seasonally
adjusted and annualised growth rate in M2 accelerated from 7,3 per cent in the first
quarter of 2003 to 16,5 per cent in the second quarter. Considerable uncertainty in
the financial markets, and relatively attractive interest returns on the holdings of
these types of deposits probably supported the precautionary and speculative
demand for such deposits.

Conversely, the growth trend displayed by the narrow monetary aggregates – M1A
and M1 – largely reflected the lacklustre conditions in the real economy. The quarter-
to-quarter and seasonally adjusted and annualised growth rate in M1A amounted to
a negative 0,4 per cent in the first quarter of 2003 and a very low positive growth rate
of 0,8 per cent in the second quarter. M1 contracted at annualised rates of 1,5 per
cent in the first quarter of 2003 and 3,6 per cent in the second quarter. Growth trends
in these aggregates were aligned to the deceleration in price inflation and slower
growth in domestic production and income. Furthermore, the expectation of
imminent reductions in short-term interest rates probably encouraged investors to
shift funds from call and overnight accounts to somewhat longer maturities in order
to protect their interest returns.

Growth in M3 during the second quarter of 2003 was concentrated in the bank
deposits of the private corporate sector, in particular non-financial companies. The
household sector contributed approximately one third to the total increase in M3
during the second quarter of 2003 – equivalent to an increase of R11 billion in
household deposits. The increase in household deposits could partly be attributed to
individuals’ rising income on account of tax relief and higher salaries and wages. This
probably spilled over into the demand for money.

The quarter-to-quarter annualised growth in nominal gross domestic product
exceeded the growth in M3 by 1,1 percentage points in the first quarter of 2003. This
was reversed in the second quarter when the growth in M3 exceeded the growth in
nominal gross domestic product by 11,0 percentage points. The income velocity of
circulation of M3 accordingly decreased from 1,75 in the first quarter of 2003 to 1,71
in the second quarter. With the income velocity of circulation of M3 at low levels there
seemed to be more than sufficient liquidity to finance expenditure in the economy.

The M3 money supply increased by R33,0 billion from the end of the first quarter of
2003 to the end of the second quarter. Accounting counterparts to the change in M3
were increases of R26,4 billion in net foreign assets, R13,4 billion in banks’ claims on
the private sector and R0,4 billion in banks’ net claims on the government sector.
These increases in the counterparts of the change in M3 were partly offset by a
contraction of R7,2 billion in “net other assets and liabilities”.
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Counterparts of change in M3
R billions

1st qr 2003 2nd qr 2003

Net foreign assets ............................................................. -3,7 26,4
Net claims on the government sector ............................... -18,8 0,4

Gross claims................................................................ -7,7 16,6
Government deposits (+decrease; -increase) .............. -11,1 -16,2

Claims on the private sector ............................................. 77,3 13,4
Net other assets and liabilities........................................... -62,2 -7,2
Total change in M3........................................................... -7,4 33,0



Net foreign assets were positively affected by the inflows recorded on the financial
account of the balance of payments during the second quarter and by the relaxation
of the endowment capital definition which came into effect on 1 May 2003. The new
dispensation allows South African branches of foreign banks to invest offshore up to
40 per cent of deposits raised domestically.

During the second quarter of 2003, net claims on government were distorted to
some extent by the requirement to report on a gross basis and mark-to-market
assets and liabilities arising from repurchase agreements. In light of the fact that
such agreements normally involve government securities, this resulted in an increase
in claims on the government sector, thus giving an impression of increased funding
needs by government when it was not actually the case. Conversely, government
deposits increased substantially mainly on account of the proceeds from a
successful bond issue abroad and a build-up in deposits in preparation for
repayment of a foreign loan in July and high coupon interest payments in August.

Credit extension

Twelve-month growth in the monetary sector’s claims on the domestic private sector
accelerated from 4,4 per cent in December 2002 to 18,1 per cent in July 2003, with
a large part of the acceleration occurring in the investments category of claims on
the private sector. New accounting rules caused this increase in investments. The
analysis in the following paragraphs is focused on banks’ total loans and advances
– i.e. mortgage advances, instalment sale credit, leasing finance, overdrafts, credit
card and general advances (with the last three categories together known as other
loans and advances in the Reserve Bank’s analyses). In this way the statistical
aberration introduced through the investments category is avoided.

Growth in banks’ total loans and advances to the private sector decelerated during
2002 responding to, amongst other things, the higher level of short-term interest
rates. However, quarter-to-quarter growth turned around and started accelerating
as early as the fourth quarter of 2002 – well ahead of the first reduction in the
Reserve Bank’s repurchase rate. Quarter-to-quarter growth in loans and advances
accelerated from annualised rates below 10 per cent during the last three quarters
of 2002 to 12,4 per cent in the first quarter of 2003 and further to 22,3 per cent in
the second quarter – a growth rate comparable to the recent peak value of 22,8 per
cent recorded in the second quarter of 1998. The other loans and advances
category in particular registered high growth rates in both these episodes.

Measured over twelve months, growth in banks’ total loans and advances also
picked up, accelerating from low growth rates of around 9 per cent in the first three
months of 2003 to levels around 12 per cent in subsequent months. It amounted to
13,0 per cent in July 2003. These firm growth rates in credit extended to the private
sector suggest a more favourable environment for bank lending. This was partly a
reflection of improved creditworthiness amongst economic participants on account
of their relatively strong balance sheets. This was underpinned by well-contained
debt levels and the prolonged bull market in real estate and associated positive
wealth effects. Purchases inspired by salary and wage increases and expectations
of lower short-term interest rates could also have encouraged the demand for credit.

A disaggregated analysis of banks’ claims on the private sector by type of credit
indicates that a large share of credit extension during the second quarter of 2003
was in the form of other loans and advances to the corporate sector. This is
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consistent with the continued growth in fixed capital formation and increased tempo
of inventory accumulation.

Growth in mortgage advances held up well during the second quarter of 2003,
contributing R10,1 billion to the overall increase in total loans and advances to the
private sector compared to a contribution of R9 billion in the first quarter. These
strong growth rates in mortgage advances reflect, amongst other things,
- re-advances based on the accrual of homeowners’ equity arising from the

increases in house prices since late 1999; and
- strong demand for new home loans, as mirrored by the brisk pace of transactions

in real estate evidenced by the growth in transfer duty paid.

Funds accessed through the instalment sale and leasing finance credit categories are
normally directed at financing expenditure on durable goods. Reflecting reasonably
strong consumer demand and brisk capital formation, the twelve-month growth in
instalment sale and leasing finance credit fluctuated between 13,4 per cent and
15,4 per cent during the first seven months of 2003. This line of business was still
skewed towards financing the acquisition of used cars. The contributions of used
and new motor vehicle financing during the second quarter of 2003 amounted to
31 per cent and 22 per cent, respectively. Financing of trucks, buses and pickups
contributed a further 21 per cent to total instalment sale and leasing finance
outstanding. New business payouts of such credit increased from R16,9 billion in
the first quarter of 2003 to a record high R19,3 billion in the second quarter.

The other loans and advances category is composed of overdrafts on current
accounts, credit card advances and general advances to the private sector.
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Companies in particular make use of overdrafts on current-account and general
advances. Historical data indicate that other loans and advances tend to increase
more rapidly during periods of high exchange rate volatility, probably as companies
borrow for hedging or speculative purposes.

The recent acceleration in the twelve-month growth rate of other loans and
advances from 3,2 per cent in December 2002 to 13,8 per cent in July 2003 could
be on account of a combination of:
- importers taking advantage of the strong recovery in the exchange rate of the

rand and the lower level of interest rates, speeding up payment for their import
commitments;
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Total................................................................................................................ 100,0



- the financing requirements associated with the further build-up in inventories and
expansion of gross fixed capital formation; and

- exporters resorting to the use of credit as working capital, following pressure
exerted on their profit margins by reduced price competitiveness and a slowdown
in global demand.

The monetary sector’s total loans and advances to the private sector increased by
R31,4 billion in the second quarter of 2003 compared with R19,7 billion in the first
quarter. In contrast with the first quarter, when households absorbed the largest part
of the increase, the corporate sector absorbed almost 80 per cent of the total
increase in the second quarter.

Interest rates and yields

The downward movement in bond yields, which started in March 2002 in the wake
of the sustained appreciation in the exchange value of the rand, started bottoming
out soon after the first lowering of the Reserve Bank’s repurchase rate in June 2003.
Despite further monetary policy easing in August, domestic bond yields edged
gently upward to the end of August as bond yields in some of the major economies
also started picking up from their very low levels.

The monthly average yield on long-term government bonds declined from 12,6 per
cent in March 2002 to 9,3 per cent in June 2003 as it followed in the footsteps of
the appreciating rand and improved near-term inflation prospects, supported by the
release by Statistics South Africa of significantly lower revised inflation numbers on
30 May. Such low yields were previously experienced in 1980. The reduction of 
150 basis points in the repurchase rate to 12,0 per cent on 13 June 2003
contributed to a further small decline in long-term bond yields.
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Discounting the improved outlook for inflation and associated near-term reduction in
the repurchase rate, the daily average yield on R157 government bonds (with
redemption dates ranging from 2014 to 2016) declined by 51 basis points from 
9,58 per cent at the end of May 2003 to 9,07 per cent on 17 June. The daily bond
yield then retraced upwards to 9,75 per cent on 16 July 2003 on account of a
weaker exchange rate, before again declining to 9,43 per cent on 11 August.
Following the lowering of the repurchase rate on 15 August the daily bond yield on
balance increased to 9,69 per cent at the end of August. The monthly average yield
on long-term government bonds reached 9,6 per cent in both July and August. The
bottoming out in the bond market rally from June to August could be ascribed to,
amongst other things, the sensitivity of the bond market to:
- views that the previous vigour of the rally would not be sustainable;
- national government’s increased recourse to funding in the domestic bond

market for fiscal 2003/04, following two years of net redemptions; 
- unease surrounding inflation prospects, following the announcements in July and

August of higher-than-expected production and consumer (CPIX) price inflation,
respectively;

- fluctuations in the value of the rand;
- net sales of bonds by non-residents during July and August; and 
- possible spill-over effects of bond rate increases and portfolio adjustments in the rest

of the world as these markets reacted to tentative optimism regarding global growth.

The interruption in the bond market rally from June 2003 is also evidenced by a
bottoming out in the rate of decline in the break-even inflation rate. This proxy for
expected long-term inflation, calculated as the difference between the nominal yield
on conventional bonds and the real yield on inflation-linked bonds within the six-to-
ten-year maturity range, initially decreased by 316 basis points from 7 October 2002
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to 26 June 2003, shortly after the first lowering of the repurchase rate on 13 June.
Inflation expectations subsequently levelled out and the break-even inflation rate
increased by 64 basis points to the end of August, notwithstanding a further
lowering of the repurchase rate. The level of the break-even inflation rate
nevertheless stood at 5,40 per cent at the end of August, indicating expectations
consistent with the inflation target range of 3 to 6 per cent.

Notwithstanding the subdued sentiment most recently encountered in the bond
market, the real returns on fixed-interest securities improved during the first seven
months of 2003. The real or inflation-adjusted yield on long-term government bonds
(using historical year-on-year increases in CPIX as an indicator of future price changes)
improved from a negative value of 0,4 per cent in November 2002 to positive values
from January 2003 and reached 2,8 per cent in July as the deceleration in CPIX
inflation exceeded the decline in nominal bond yields. The upward trend in domestic
real yields until recently contrasted with the low real yields in the United States of
America and the United Kingdom, currently experiencing low inflation.

However, the yield differential in favour of South African domestic government debt
became less pronounced in recent months, especially towards the shorter side of
the maturity spectrum. This is reflected in a decline in the differential between
nominal yields on South African government bonds in the one-to-three-year maturity
range in the domestic market and in the United States market. The differential,
referred to as the currency risk premium, narrowed by 211 basis points from May
2003 to August as short-term bond yields in the domestic market followed the
reduction in the repurchase rate downwards.

The country risk premium on South African bonds levelled out during July and
August 2003 after declining by 134 basis points from September 2002 to June
2003. At the same time the yield spread of emerging markets’ sovereign debt over
benchmark United States Treasury Bonds (as measured by the JP Morgan
Emerging Markets Bond Index or EMBI+) continued to narrow, declining
significantly by 537 basis points from September 2002 to August 2003. This was
its lowest level since the emerging-markets financial crisis in 1998, despite
benchmark long bond yields in the United States and United Kingdom declining to
record lows. In absolute terms, the sovereign risk premium of foreign-currency
denominated debt of the South African government is, however, far less than that
of typical emerging-market debt.

The downward sloping yield curve, which persisted from April 2002 into the first
half of 2003 flattened out and began to normalise following the reductions in the
repurchase rate in June and August. The level of the inverted yield curve at first
shifted downwards across the full maturity spectrum from the end of May to 
17 June in anticipation of and in the wake of the reduction of the repurchase rate
on 13 June. By the end of August, following the Reserve Bank’s decision on 
14 August to again lower the repurchase rate, short-term yields declined further,
while long-term yields increased markedly to their levels of three months earlier.
Consequently, the yield curve flattened out at the short end and became upward
sloping for maturities between three and eleven years, although remaining
somewhat inverted beyond eleven years. The inverse yield gap, i.e. the difference
between bond yields at the extreme long and short ends of the yield curve,
declined from 234 basis points on 10 June 2003, shortly before the first lowering
of the repurchase rate, to 43 basis points at the end of August 2003, subsequent
to the second reduction in the repurchase rate.
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The MPC left the Reserve Bank’s repurchase rate unchanged at 13,5 per cent at its
March 2003 meeting. In the build-up to the June MPC meeting, lower consumer
price inflation outcomes materialised, while at the production level prices actually fell
back from late 2002. CPIX inflation was also driven lower by a 1,9 percentage-point
downward revision following the correction of the erroneously estimated rental
component of the index. Inflation expectations were favourably affected by the end
of the war in Iraq with minimal damage to the oil infrastructure, and by the strong
recovery of the rand.

In light of these and other factors pointing to a favourable inflation outlook, the
committee lowered the repurchase rate by 150 basis points to 12 per cent on 
14 June 2003 – the biggest cut since the formal targeting of inflation started in
2000. Simultaneously, the MPC announced that it had decided to increase the
number of MPC meetings from four to six per annum, allowing the committee more
frequent scheduled opportunities to consider the impact of new developments
and, if necessary, to respond with appropriate monetary policy steps.

The 1,5 percentage-point reduction in the repurchase rate was more than the
average expectation in the market and this was reflected in the movements in
money-market rates. Prior to the announcement of the interest rate decision,
money-market rates had generally discounted a 100-basis-point decrease in the
repurchase rate. After the bigger-than-expected cut, short-term market rates
declined further: For instance, the rate on 9x12-month forward rate agreements
declined by 87 basis points from 9,35 per cent on 2 June 2003 to 8,48 per cent on
13 June. It declined by a further 47 basis points to 8,01 per cent on 17 June.

The increased number of MPC meetings and boldness of the repurchase rate
reduction had a noticeable effect on market expectations and thus the evolution of
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money-market rates. Once the market had fully adjusted to the reduction in June,
focus and attention turned to the August meeting. In the build-up to the meeting,
movements in money-market interest rates at times suggested expectations of
another reduction in the repurchase rate in excess of 100 basis points, although
most market commentators and analysts assigned the highest probability to a 
100-basis-point reduction.

On 13 and 14 August the MPC met and announced a further 100-basis-point cut in
the repurchase rate to 11 per cent on the basis of the committee’s favourable
assessment of the inflation outlook. (The MPC’s statement is reproduced in full
elsewhere in this Quarterly Bulletin.) Short-term money-market interest rates showed
a very limited reaction to the 100-basis-point decline in the repurchase rate, as the
rate cut was widely discounted.

Nevertheless, shortly after the August reduction in the repurchase rate, the rates on
forward rate agreements rose slightly. For instance, the rate on 9x12-month forward
rate agreements increased from 8,07 per cent on 14 August 2003 to 8,30 per cent
on 15 August. This could possibly be seen as a correction following the repurchase
rate reduction, which was slightly less than the average expectation in the market.

At a special meeting of the MPC held on 10 September it was decided to lower
the repurchase rate by a further 100 basis points. This was informed by an
assessment of the most recently available economic data, forecasts and surveys
of expectations.
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In the interbank market, the South African Overnight Interbank Average (SAONIA)
rate responded to the movements in the repurchase rate and also to factors
affecting interbank funding such as month-end liquidity pressures, the availability of
overnight funding and changes in the required reserve balances at the beginning of
each maintenance period. In response to the reduction in the repurchase rate on 
13 June 2003, the SAONIA rate declined by 161 basis points to 11,30 per cent. It
receded further during the remainder of June, but fluctuated upward as liquidity
conditions became somewhat tighter in July. It declined by 81 basis points
immediately following the decline in the repurchase rate in August – from 11,32 per
cent on 14 August to 10,51 per cent on 15 August.

The 3-month Johannesburg interbank agreed rate (Jibar) declined from 12,25 per
cent on 12 June to 11,62 per cent on 13 June and further to 11,60 per cent on 
17 June – a total of 65 basis points. In response to the repurchase rate cut in August,
it declined by 16 basis points from 10,61 per cent on 11 August to 10,45 per cent
on 15 August.

Other money-market interest rates broadly followed the movements in the
repurchase rate but also responded to peculiarities in their respective sub-markets.
The tender rate on 91-day Treasury bills already started moving lower about five
weeks before the June MPC meeting, and again about four weeks before the August
meeting. The increase in the amount on offer at the weekly tender from 1 August,
from R1,0 billion to R1,25 billion, had virtually no impact on the downward trend in
the Treasury bill rate.

The private banks followed the reduction in the Reserve Bank's repurchase rate in
June by lowering their prime overdraft rates by 150 basis points to 15,5 per cent.
After the MPC’s decision in August their prime rates were reduced by a further 
100 basis points to 14,5 per cent. Interest rates on mortgage loans were lowered
by a similar magnitude.

Likewise, the predominant rate on twelve-month fixed deposits with banks was
reduced from 12,0 per cent in September 2002 to 8,0 per cent in August 2003.
Notwithstanding the lower nominal interest rates, real lending rates, using historical
year-on-year increases in CPIX as an indicator of expected price changes, remained
at high levels as inflation decelerated. The real prime overdraft rate of banks
increased from 5,1 per cent in November 2002 to a three-year high of 8,6 per cent
in June 2003, before decreasing moderately to 8,4 per cent in July. Real deposit
rates initially improved as banks’ real 12-month deposit rate increased from 0,6 per
cent in November 2002 to 3,2 per cent in April 2003, before declining to 2,0 per cent
in July.

The official rate of interest applicable to fringe benefit taxation, as defined by the
Income Tax Act, was reduced from 14,5 per cent to 13 per cent, effective from 1 July
2003. On 7July 2003 the maximum annual finance charge rates on money loans and
credit and leasing transactions, as laid down by the Usury Act, were lowered by two
percentage points to 27 per cent for amounts less than R10 000 and to 24 per cent
for amounts above R10 000, but not exceeding R500 000.

The 3-month Jibar amounted to 10,51 per cent on 29 August 2003 whilst the rate
on 9x12-month FRAs was 8,67 per cent. The spread between these rates of 
184 basis points implied market expectations of a further decline of approximately
2 full percentage points in three-month money-market interest rates by May 2004.
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Money market

Money-market conditions remained fairly stable during the second quarter of 2003
and the first two months of the third quarter. The average daily liquidity requirement
of the private banks decreased slightly from R11,1 billion in May 2003 to 
R10,3 billion in July, but rose again to R11,1 billion in August.

The Reserve Bank participated actively in the money market and adjusted the amount
of its liquidity-draining operations in such a way that it broadly offset other forces
impacting on money-market liquidity. The total outstanding amount of liquidity-
draining operations at the end of August amounted to R34 billion – R14,4 billion lower
than at the end of April.

The breakdown by type of instrument and maturity of the outstanding amount of
liquidity-draining instruments provided in the table below shows further reductions in
the use of foreign-currency swap transactions. Reverse repurchase transactions
with private-sector parties declined briefly to R9,0 billion at the end of June 2003,
but quickly returned to their previous level of R10,3 billion. During July and August
the Reserve Bank increased its reverse repurchase transactions with a maturity of
91 days and reduced those of 28 days. Although the total outstanding amount of
Reserve Bank debentures was maintained at R8,0 billion since April 2003, in July
and August there was also a shift from 28-day to 91-day debentures.

Several factors have influenced market liquidity in recent months in such a way as
to reduce the need for liquidity-draining operations by the Reserve Bank:

- Profits realised on foreign exchange forward cover provided by the Reserve Bank
helped to drain liquidity.

- On balance, changes in notes and coin in circulation outside the Reserve Bank
contracted the money market by R0,6 billion during the second quarter of 2003
and a further R1,2 billion in July and August.
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Outstanding balances of selected money-market intervention instruments
R billion

Foreign- Reserve Bank Reverse repurchase
End of currency debentures agreements Total

swaps with instruments
deposits Total 28 days 91 days Total 28 days 91 days outstanding

2002: Aug ....... 54,8 7,2 5,4 1,8 7,0 5,3 1,7 69,0
Sep ....... 53,4 7,2 3,9 3,3 6,8 6,3 0,6 67,5
Oct........ 51,6 7,5 4,2 3,3 8,0 7,1 0,9 67,1
Nov ....... 49,6 7,5 5,6 1,9 8,6 6,8 1,7 65,7
Dec ....... 45,3 7,7 4,7 3,0 7,6 5,1 2,5 63,6

2003: Jan........ 45,3 7,6 3,9 3,7 10,5 6,4 4,1 63,3
Feb ....... 42,9 8,0 3,4 4,6 10,0 6,4 3,6 60,9
Mar ....... 34,9 7,9 4,7 3,2 10,3 5,8 4,5 53,1
Apr........ 30,1 8,0 4,4 3,6 10,3 6,3 4,0 48,3
May....... 27,3 8,0 5,2 2,8 10,3 7,0 3,3 45,5
June...... 20,6 8,0 5,0 3,0 9,0 5,0 4,0 37,8
July ....... 17,6 8,0 2,4 5,6 10,3 0,5 9,8 35,9
Aug ....... 15,3 8,0 2,8 5,2 10,3 0,6 9,7 33,6



- The Bank in June 2003 repaid US$500 million on a syndicated gold loan facility.
The Bank drew down US$1 billion on a syndicated loan facility, and delivered the
net proceeds of US$500 million against the forward book, causing counter-
parties to pay in rand for the foreign currency delivered and thereby draining
rand liquidity.

- Repayments of lender-of-last-resort assistance provided to certain banks early in
2002 also helped in draining liquidity from the market.

- In July 2003 government repaid a US$750 million foreign loan. In purchasing
foreign exchange from the Reserve Bank to effect the repayment, rand liquidity
was also drained.

- From the reserve maintenance period based on the August 2003 balance sheets,
banks are only allowed to deduct 25 per cent of their vault cash holdings when
calculating their required reserve balances with the Reserve Bank, rather than 
50 per cent as before. This is set to contract money-market liquidity by
approximately R1,8 billion.

As shown in the accompanying graph, banks’ total required cash reserves and
their cash reserve deposits with the Reserve Bank have receded slightly over most
of the past year. This happened despite a sizeable increase in banks’ liabilities, and
was brought about because a greater proportion of their liabilities fell in the reserve-
exempt category.

44 QUARTERLY BULLETIN September 2003

SA RESERVE BANK

Banks' required holdings of cash reserves

R billions

0

5

10

15

20

25

20001999 2001 2002 2003

Total required cash reserves
Reserve deposits with Reserve Bank
Qualifying amount of vault cash

  * Estimate of deductible amount of vault cash

Vault cash 75%
deductible

50% deductible  25% deductible
*

Vault cash 100% deductible



By the end of July 2003 the stock of interest-bearing active liquidity-draining
instruments issued by the Reserve Bank, at R35,9 billion, had finally fallen below the
Bank’s note and coin liability. The latter liability, amounting to R38,0 billion at the end
of July, is not interest-bearing and is instrumental in tightening liquidity over time on
account of the upward trend in the public’s demand for cash.

Bond market

Public-sector borrowers’ demand for funds in the domestic primary bond market
increased strongly in the first months of fiscal 2003/04. Following two years of net
redemptions, national government raised R16,9 billion from April 2003 to July,
compared to a budgeted domestic funding requirement of R9,3 billion in fiscal
2003/04. Redemptions to the amount of R26,4 billion, however, fall due towards
the end of the current fiscal year. National Treasury issued a new ultra-long dated
inflation-linked bond, the R202, with a real coupon rate of 3,45 per cent and a
maturity of 30 years, on 15 August. The new issue is in accordance with National
Treasury’s objective of developing an inflation-linked bond yield curve; inflation-
linked bonds now cover the five, ten, twenty, and thirty-year intervals of the yield
curve. The auction for R400 million, of which R220 million was allotted, followed
soon after a R1 billion nominal value auction of the existing inflation-linked 
R197 bond on 1 August 2003. Since the introduction of inflation-linked bonds in
March 2000, the nominal value of the amount in issue has increased to 
R23 billion at the end of August 2003, comprising approximately 5 per cent of
total outstanding marketable domestic government bonds.

National government raised R10,6 billion through a foreign-currency
denominated debt issue in the international bond market during May 2003. The
issuance of the ten-year ¤1,25 billion global bond fulfilled the bulk of the
government’s foreign financing needs for fiscal 2003/04. Public corporations
have refrained from foreign funding since the public utility company, Eskom,
raised R2 billion through the issuance of a three-year eurobond in October 2002,
replacing a maturing bond.

In the international bond market interest in rand-denominated bonds remained
limited and the scheduled redemptions of rand-denominated bonds issued by non-
residents in the European bond markets exceeded new issues by R2,0 billion
during the first eight months of 2003, substantially exceeding the net redemptions
of R1,4 billion for the whole of 2002. South African borrowers similarly abstained
from the eurorand bond market since June 2002 when liabilities were reduced to
the net amount of R0,2 billion.

After rapid growth in 2002, the issuance of fixed-interest securities in the
primary corporate bond market slowed down during the course of 2003 as
companies utilised alternative sources of financing. The outstanding nominal
value of private-sector loan stock listed on the Bond Exchange of South Africa
increased modestly from R38,9 billion in December 2002 to R43,8 billion in
August 2003. A preference for short-term funding through the issuance of
commercial paper counteracted the slowdown in private-sector corporate bond
issuance from the beginning of 2003. After the first commercial paper listing of
asset-backed notes on the Bond Exchange of South Africa in December 2002,
the outstanding nominal value of commercial paper has increased to R4,2 billion
in August 2003. Currently, the commercial paper listings comprise entirely of
asset-backed notes.
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The rapid growth in asset-backed securitisation and collateral debt obligations was
aided by the amended banking regulations for asset securitisation published in
December 2001. This market effectively transforms non-marketable assets into
tradeable securities. The outstanding nominal value of these securities increased
from R5,3 billion at the end of 2001 to R13,4 billion at the end of 2002 and further
to R17,7 billion at the end of August 2003, and includes a diverse range of assets,
such as mortgage-backed securities, collateralised debt obligations and the already
mentioned commercial paper.

Trading activity in the secondary bond market improved markedly from April 2003
as investors started to anticipate a relaxation in monetary conditions. This followed
the slowdown in trade during 2002 as bond prices gradually rose in an environment
of declining yields and an appreciating exchange value of the rand. Turnover
declined from a record R3,5 trillion in the last quarter of 2001, at the height of the
exchange rate depreciation, to R2,6 trillion in the first quarter of 2003. Turnover on
the Bond Exchange of South Africa subsequently improved to R3,1 trillion in the
second quarter of 2003, boosted by increased trade in short-dated bonds
preceding the repurchase rate reduction in June. In anticipation of further monetary
policy easing, the value of bonds traded reached a monthly record of R1,3 trillion in
July, before slowing to R1,0 trillion in August 2003.

Supported by improvements in South Africa’s foreign credit ratings by international
ratings agencies, non-resident investors’ appetite for South African bonds was
stimulated in the second quarter of 2003, turning them into net purchasers of bonds
to the amount of R8,3 billion. This was reversed in July and August and net sales of
R5,2 billion by non-residents during this period contributed to cumulative net sales
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of bonds amounting to R2,5 billion for the year to date. The recent selling of bonds
by non-residents coincided with a global increase in bond yields in anticipation of
continued sizeable fiscal deficits and an improvement in global growth.
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Share market

After increasing strongly in 2002, the total value of equity capital raised in the
domestic and international primary share markets by companies listed on the JSE
Securities Exchange SA declined sharply from R28,1 billion in the third quarter of
2002 to only R2,2 billion in the second quarter of 2003. Geopolitical risks and
disappointing domestic and international share market returns discouraged equity
financing. Optimism improved moderately from May 2003 as the outlook for the
global economy improved and the war in Iraq ended with less damage than feared.
Capital raised in the first eight months of 2003 of R12,8 billion was, however, still
less than a third of the R47,6 billion raised during the same period in 2002.
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Where are dual-listed companies’ shares traded?

Several large companies which were established in South Africa currently have dual listings of their
shares, with primary listings abroad and secondary listings in South Africa. The six dual-listed
companies with primary listings on the London Stock Exchange are Anglo American plc, BHP
Billiton plc, Dimension Data Holdings plc, Old Mutual plc, SABMiller plc and Investec plc. The
volume of trading on the London Stock Exchange of these companies’ shares overwhelmed trade
in their shares on the JSE Securities Exchange SA. During the first eight months of 2003 trading in
these shares in London was on average two and a half times as high as in Johannesburg.
Previously, the ratio of trade in these shares on the London Stock Exchange, compared to their
trade on the JSE Securities Exchange SA, increased from an average of 1,9 in 2000 to 2,6 in 2001
and 2,5 in 2002.

The higher liquidity of these shares on the London Stock Exchange is to the detriment of turnover
on the JSE Securities Exchange SA and non-resident portfolio investment in the South African
market. International investors are attracted to markets with higher liquidity, which tends to reinforce
the turnover advantage of the London market.

Dual-listed companies: Value of shares traded by exchange, January 
to August 2003
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On 23 June 2003 the JSE Securities Exchange SA announced the first alternative
exchange in Africa, named AltX, that will list small and medium companies, specifically
targeting black empowerment and junior mining companies. The new market is set to
open in October 2003 and will run parallel to the Main Board, with reduced fees and
separate listing requirements, such as a pre-tax profit of no more than R8 million and
a minimum share capital of R2 million. These companies will get support from the JSE
through public forums and directors’ education courses subsidised by the Department
of Trade and Industry. AltX will ultimately replace the venture capital market and the
development capital market established by the JSE in the late eighties.

Turnover in the secondary share market contracted from a record high R236 billion
in the second quarter of 2002 to R176 billion in the second quarter of 2003 as the
appreciation of the exchange value of the rand and the concomitant decline in share
prices dampened trading activity. From an eighteen-month low of R47 billion in April
2003, turnover improved by 38 per cent to R65 billion in June as the share market
recovered, before slowing to R57 billion in August. Market liquidity (turnover
expressed as a percentage of market capitalisation), however, improved from 46 per
cent in 2002 to an annualised 50 per cent over the first eight months of 2003, but
this was partly due to the lower level of share prices and a reduction in the number
of listed companies. The market capitalisation of the JSE Securities Exchange SA
decreased from R1 913 billion in May 2002 to R1 568 billion in August 2003. Over
the same period the number of listed companies shrank by 89. Takeovers, mergers
and stringent listings requirements, together with prevailing bear market conditions,
amongst others, contributed to the spate of delistings.

Non-resident investor interest in shares listed on the JSE Securities Exchange SA
changed noticeably during the second half of 2002 when share prices worldwide
declined in response to the worsening global economic outlook. Non-residents’ net
transactions in the secondary share market switched from net purchases of R5,4 billion
in the first half of 2002 to net sales of R11,0 billion in the second half of the year, resulting

49

SA RESERVE BANK

QUARTERLY BULLETIN September 2003

Net purchases by non-residents in the secondary share market

R billions

-10

-5

0

5

10

15

20

1999 2000 2001 2002 2003

*

* July and August 2003



in the first annual net sales since 1992. This pattern continued in the first quarter of
2003 when non-residents recorded net sales of R2,0 billion. An improvement in
sentiment resulted in net purchases of R2,7 billion in the second quarter, but net sales
of R2,4 billion in July and August contributed to net cumulative sales of shares
amounting to R1,7 billion from the beginning of 2003 to the end of August.

The decline in domestic share prices, from record highs in May 2002 to consecutive
lows thereafter, was largely in response to the worsening global economic outlook, the
recovery in the exchange value of the rand and the associated deterioration in
expected profits. Share prices reached a lower turning point in April 2003 when share
markets worldwide started to recover. The monthly average price level of all classes of
shares listed on the JSE Securities Exchange SA fell by 31 per cent from May 2002 to
April 2003, before recovering by 15 per cent to August 2003. Indications of improved
growth prospects in the United States and cautious optimism in several other major
economies contributed to improved sentiment in global share markets. The S&P 500
composite index of the United States share market already showed signs of recovery
from February 2003 and increased by 18 per cent to the end of August.

The daily closing level of the all-share price index continued to decline to 25 April
2003 before improving by 25 per cent to the end of August. The increase in share
prices became more pronounced from the end of June 2003, in the wake of
domestic monetary policy easing and the improved performance of international
bourses. These forces dominated the impact of further increases in the exchange
value of the rand.

The prices of resources shares recovered by 10,3 per cent from April to June 2003
as the exchange value of the rand weakened moderately, the outlook for the global
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economy improved, the war in Iraq ended and the SARS virus and its risk on growth
appeared to be under control. These share prices then declined by 4,7 per cent in
July before increasing by 8,5 per cent in August on account of increases in the dollar
price of gold and platinum.

The recovery in the share market was furthermore underpinned by improvements in
the prices of financial shares. The stronger rand ultimately benefited the sector as
inflation declined and expectations of lower interest rates led to the prospect of
increased credit extension and fewer bad debts. The prices of financial shares
improved by 9,3 per cent from April 2003 to August, supported by strong
improvements in the share prices of investment companies, while real-estate and
banking shares also improved in the wake of monetary easing.

Mirroring the decline in share prices, the dividend yield on all classes of shares
increased from 3,0 per cent in May 2002 to 4,6 per cent in April 2003, the highest
level since 1990 – before receding to 3,5 per cent in August. At the same time the
price-earnings ratio of all classes of shares increased to 11,5 in August 2003 after
falling from 13,7 in May 2002 to 9,7 in April 2003 – its lowest level since September
2001. The current price-earnings ratio is still substantially below the monthly average
of 12,5 in 2002 and also well below a ten-year average of about 14, hinting that
shares on the JSE Securities Exchange SA may still be relatively cheap,
notwithstanding the recent gains in share prices.

Market for derivatives

The stronger exchange value of the rand and fluctuating share prices during the first
eight months of 2003 coincided with sluggishness in the formal market for equity
derivative products. Trade in warrants fell back significantly from the high levels
recorded in 2002, while trade in individual equity futures and options on futures
stayed more or less on par with the activity recorded in 2002.

The total number of futures and options contracts traded on the JSE Securities
Exchange SA decreased moderately from 20,4 million contracts in the first eight
months of 2002 to 19,4 million in the corresponding period of 2003. The number of
contracts based on individual equity futures increased from 6,8 million in the first eight
months of 2002 to over 7,2 million during the same period in 2003 while trade in
warrants declined from 14,9 billion to 3,8 billion over the same period, reflecting a
change in market sentiment towards these derivative products. The number of
warrants listed subsequently declined from 662 at the end of February 2002 to 269
in August 2003.

Non-resident participation in the derivatives market, as measured by the number of
open interest contracts, declined markedly during the current year from an average
of about 45 per cent during the first eight months of 2002 to about 36 per cent in
the corresponding period for 2003. Despite a slight upsurge in December 2002 and
June 2003, non-residents’ participation has dwindled downwards ever since April
2002 when equity prices were high, and the current trend follows suit with that of
non-resident participation in shares.

The movements in the rand price of maize, which generally followed the changes in
the exchange rate of the rand, boosted trading in commodity derivative instruments
during the first eight months of 2003. The number of commodity futures and options
contracts, dominated by white maize contracts, increased by about 19 per cent from
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the second half of 2002 to the first half of 2003, having reached a record high of 
652 000 in the first quarter of 2003 followed by a still high 636 000 contracts in the
second quarter. Subsequently, the monthly average number of 212 000 contracts in
the second quarter of 2003 declined to 180 000 contracts in July and August.

The spot price of yellow maize as quoted by the JSE Agricultural Products Division
reached a two-year low on 30 April 2003 before increasing strongly to the end of
May as the rand weakened. Subsequently, the spot price of yellow maize decreased
to the end of August as estimates of supply increased and the rand improved. The
spot price of yellow maize in August 2003 was on average R252 per ton below
import parity, the breakeven price for the import of maize. By contrast, the spot price
of wheat increased strongly to the end of August as supply shortages due to
drought conditions in the supply areas became evident. Subsequently, the spot
price of wheat increased to above import parity from the middle of June 2003
onwards. The number of wheat contracts traded on the JSE Agricultural Products
Division subsequently rose by 64 per cent from June 2003 to August. Trade in wheat
contracts, however, accounts for less than 10 per cent of all commodity related
contracts, while maize contracts account for more than three quarters thereof.

Real-estate market

The real-estate market remained buoyant in the first seven months of 2003, aided
by the prospect of and subsequent lowering of the cost of mortgage finance in June
and August 2003. The overall seasonally adjusted value of turnover, measured by
transfer duty paid, increased by 19 per cent in the first seven months of 2003 when
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compared with the same period of 2002, even though transfer duty rates were
lowered and the exempt level increased from March 2003.

The buoyancy in the property market was supported by brisk growth in mortgage
advances in the first seven months of 2003. Banks’ outstanding stock of home loans
increased by R26,8 billion in 2002, and by a further R23,2 billion in the first seven
months of 2003.

The buoyancy in the property market is also confirmed by the acceleration in
residential property prices during 2003. Calculated over twelve months, the rate of
increase in residential property prices, as measured by Absa Bank, increased from
14,1 per cent in December 2002 to a high of 19,0 per cent in June 2003 before
declining to a still high 18,6 per cent in July. Purchases in anticipation of lower
interest rates, the growing demand from the emerging black middle class and the
relative attractiveness of property as an investment, given the poor performance of
many other asset classes in both the domestic and global markets, contributed to
the resilience in the property market.
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Public finance

Non-financial public-sector borrowing requirement

The borrowing requirement of the non-financial public sector (calculated as the cash
surplus/deficit of the consolidated central government, provincial governments, local
governments and non-financial public enterprises and corporations) for the April-
June quarter of fiscal 2003/04 resulted in net investment in non-financial assets of
R3,4 billion, compared with an investment of R2,5 billion in the corresponding
quarter of the previous fiscal year. As a ratio of gross domestic product, the non-
financial public-sector surplus in the April-June quarter of 2003 amounted to 1,1 per
cent, compared with a surplus of 0,9 per cent recorded in the corresponding quarter
of the previous fiscal year. Although the borrowing requirement of national
government increased, it was negated by the improvement in the finances of
provincial governments and the non-financial public enterprises and corporations.

The Budget Review 2003 projected that the non-financial public-sector borrowing
requirement for fiscal 2003/04 as a whole would amount to 3,1 per cent of gross
domestic product. This ratio is expected to fall back to marginally below 3 per cent
in the ensuing years. However, it should be noted that the calculation of the non-
financial public-sector borrowing requirement in the Budget Review 2003 is not
strictly comparable with the calculation of the data reported above. The revised
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methodology for the compilation of the public-sector borrowing requirement (PSBR)
as introduced in this Quarterly Bulletin excludes net lending from the calculation of
the PSBR. Net lending transactions are now included in transactions in financial
assets and liabilities.

The Government Finance Statistics analysis of national government finances
indicates that cash receipts from operating activities increased by only 3,2 per cent
in April – June 2003 compared with the same period in the previous fiscal year. Cash
payments for operating activities of national government increased by 6,7 per cent.
Including the cash outflow due to investment in non-financial assets, the result was
a cash deficit of R3,9 billion in April – June 2003 compared with a cash deficit of 
R1,6 billion recorded in the same period of the previous fiscal year. The cash deficit
was mainly financed from the issuance of long-term bonds in the international and
domestic capital markets and a change in the stock of cash.

The cash surplus of provincial governments amounted to R4,5 billion in the April-
June quarter of 2003 compared with R6,2 billion recorded in the same quarter of the
previous fiscal year. The reduction in the surplus of provincial governments can
mainly be attributed to increases in both the outflows of cash payments for operating
activities and an increase in investment in non-financial assets, as envisaged in the
Budget Review 2003.

Provincial governments, being at the forefront of service delivery to the public,
received substantial transfers from the national revenue pool in recent budget
allocations. The cash surplus of the provincial governments was partly reflected in
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an increase in their bank deposits from R8,3 billion at the end of March 2003 to
R10,6 billion at the end of June 2003, while their overall indebtedness to banks
remained unchanged at R0,5 billion on both these dates. 

The cash deficit of local governments in the April-June quarter of 2003 was
estimated at R1,3 billion, which was well below the R4,6 billion recorded in the same
quarter of the previous fiscal year.

Preliminary data on the finances of the extra-budgetary institutions and social security
funds indicate that they both recorded cash surpluses for the April-June quarter of
2003. The surplus of the social security funds increased from R0,6 billion in the said
quarter of the previous fiscal year to R1,4 billion in the current fiscal year, which can
mainly be attributed to increases in social contributions resulting from workers at all
remuneration levels and their employers contributing to the Unemployment Insurance
Fund, and from the extension of coverage to include farm and domestic workers.

At the level of consolidated general government, the cash surplus amounted to 
R0,8 billion compared with R0,9 billion in the same period of the previous fiscal year.

Budget comparable analysis of national government finance

National government expenditure in the April-June quarter of 2003 amounted to
R73,8 billion, which was 8,1 per cent more than in the corresponding quarter of
2002. In the Budget proposals for fiscal 2003/04, national government expenditure
was estimated to amount to R334,0 billion for the full fiscal year, representing an
increase of 14,7 per cent on the actual expenditure in fiscal 2002/03.

An amount of R3,5 billion of national government spending was recorded as capital
outlays in the April-June quarter of 2003. This represents 15,5 per cent of the 
R22,7 billion envisaged in the original Budget for the current fiscal year as a whole.
It was expected that capital expenditure would grow at a rate of 19,2 per cent in
fiscal 2003/04 and that this would be supplemented by the investment spending of
partnerships formed between government and private-sector parties. These
partnerships have gained momentum and now form a significant share of
investment spending. To date, some 50 projects have been registered. Interest
payments declined by 11,2 per cent compared with the same period in fiscal
2002/03, mainly due to the shrinking borrowing requirement and the decline in
interest rates. Interest payments as a share of government expenditure are expected
to decline and are projected to amount to 15,2 per cent of total expenditure for the
full fiscal year 2003/04 compared with 16,0 per cent in the previous fiscal year.

National government expenditure as a ratio of gross domestic product amounted to
25,3 per cent in the April-June quarter of 2003, virtually the same as in the
corresponding quarter of the previous fiscal year. After allowing for cash-flow
adjustments (i.e. accounting adjustments for timing differences between the recording
of transactions and bank clearances, and late departmental requests for funds),
national government's cash expenditure increased by 6,1 per cent to amount to 
R73,6 billion in the April-June quarter of 2003 compared with R69,3 billion in the
corresponding period of the previous year.

National government revenue amounted to R68,7 billion in the April-June quarter of
2003, representing a year-on-year rate of growth of 3,0 per cent. This growth rate
was significantly lower than the growth rate of 25,8 per cent recorded in the same
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period of the previous fiscal year and also much lower than the average growth rate
of 12,2 per cent recorded in the same period of the preceding five years. It also fell
short of the increase of 9,4 per cent that was budgeted for the full fiscal year in
February 2003. For the current period under review, almost all categories of revenue
displayed a weak performance (see accompanying table). Taxes on income and
profits decreased by 3,6 per cent, which can mainly be ascribed to lower corporate
tax collections as company profits declined due to, amongst other things, the
recovery of the exchange value of the rand and the associated reduction in export
receipts. Domestic taxes on goods and services decreased appreciably, mainly
because of lower collections of value-added tax in an environment of declining sales
volumes and low inflation.

National government revenue as a ratio of gross domestic product decreased from
24,6 per cent in the April-June quarter of 2002 to 23,5 per cent in the April-June
quarter of the current fiscal year. After allowing for cash-flow adjustments due to
timing differences between the recording of transactions and bank clearances,
national government's cash revenue amounted to R68,9 billion in the April-June
quarter of 2003. This represents an increase of 3,4 per cent compared with the
same period in the previous fiscal year.

The net result of the revenue and expenditure of national government in the April-June
quarter of 2003 was a deficit before borrowing and debt repayment of 
R5,1 billion, which was substantially higher than the deficit of R1,6 billion recorded in
the same period of the previous fiscal year. As a ratio of gross domestic product, the
deficit ratio amounted to 1,8 per cent in the April-June quarter of 2003 compared with
0,6 per cent in the corresponding quarter of the previous fiscal year. The cash-flow
adjusted deficit amounted to R4,7 billion in the April-June quarter of 2003.

Although an amount of R6,0 billion was projected to be received from the
restructuring of government assets in fiscal 2003/04 and provision was made for an
extraordinary payment, virtually no extraordinary receipts or payments were reported
for April – June 2003. The net borrowing requirement amounted to R4,7 billion. An
extraordinary payment of R7 billion provided for in the Budget for fiscal 2003/04 will
be made to the South African Reserve Bank to defray part of the realised losses on
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National government revenue in fiscal 2003/04

R billions

Revenue source Budgeted full Actual Percentage
fiscal year April – June change*

Taxes on income and profits ................................. 177,9 38,7 -3,6
Payroll taxes ......................................................... 3,6 0,9 12,9
Taxes on property ................................................. 5,9 1,4 2,6
Domestic taxes on goods and services ................ 109,6 22,1 -1,2
Taxes on international trade and transactions ....... 11,3 2,7 8,3
Other revenue ....................................................... 5,9 5,4 232,0**
Less: SACU*** payments ...................................... 9,7 2,4 17,7
Total revenue........................................................ 304,5 68,7 3,0

* April – June 2002 to April – June 2003
** High values are due to unallocated revenue which is not allocated to a specific revenue source
*** Southern African Customs Union



the Gold and Foreign Exchange Contingency Reserve Account. In addition, an
amount of R1,9 billion is expected to be paid on the revaluation of maturing foreign
loans in fiscal 2003/04.

As indicated in the table on the following page, the net borrowing requirement in the
April-June quarter of 2003 was financed mainly through the issuance of long-term
bonds in the international and domestic capital markets. In May 2003 the National
Treasury issued a new ¤1,25 billion global benchmark bond with an annual coupon
rate of 5,250 per cent and a maturity of 10 years. It yielded R10,6 billion to the National
Revenue Fund. The proceeds of this issue were used to bring the net open foreign-
currency position (NOFP) of the Reserve Bank close to zero. This net position, which
measures the Bank's uncovered exposure in the foreign currency market, stood at an
oversold US$1,2 billion at the end of March 2003, but swung around to an overbought
dollar position in the subsequent quarter. The foreign bond issue concluded
government's budgeted funding programme in the international market for fiscal
2003/04 as envisaged in the Budget Review 2003. It resulted in the average
outstanding maturity of government's foreign bonds lengthening from 85 months at
the end of March 2003 to 88 months at the end of June 2003. An amount of 
R5,3 billion will also be drawn on the foreign export credit facilities for the financing of
the strategic defence procurement programme in fiscal 2003/04. During July 2003 the
national government redeemed US$750 million of the dual currency loan originally
drawn down in April 2002.
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Net receipts from government bonds issued in the domestic market amounted to
R13,4 billion during the April-June quarter of 2003. Long-term fixed-interest bonds
were obtained at an average rate of 11,3 per cent, compared with the Budget
assumption of 10,2 per cent. The issuance of long-term bonds in the international
and domestic capital markets placed national government in a position to redeem
net Treasury bills to the amount of R3,5 billion. These bills were originally issued at
an average rate of 12,0 per cent compared with the Budget assumption of 12,1 per
cent. These funding activities resulted in an increase of R16,9 billion in government
balances in the April-June quarter of 2003, bringing the balances to R26,7 billion at
the end of June 2003. National government deposits are being accumulated partly
in preparation for large interest payments due at the end of August 2003.

Total national government debt rose from R462,6 billion at the end of March 2003
to R481,6 billion at the end of June 2003 mainly due to the global benchmark bond

59

SA RESERVE BANK

QUARTERLY BULLETIN September 2003

Financing of the deficit of national government
R billions

Fiscal 2003/04 April – June
Originally 2003

Instrument budgeted Actual

Domestic government bonds ................................................ 9,3 13,4
Treasury bills.......................................................................... 6,0 -3,5
Foreign loans......................................................................... 13,6 11,8
Change in available cash balances*....................................... 3,1 -16,9
Total net financing ................................................................ 32,0 4,7

* Increase -, decrease +

Loan debt of national government 

R billions Per cent

As at 31 March of each fiscal year
Domestic debt
Foreign debt
Loan debt as percentage of gross domestic product (right-hand scale)

* As at 30 June 2003
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issued in May. Total foreign debt amounted to 18,7 per cent of the total national
government loan debt at the end of June 2003 compared with 17,4 per cent at the
end of March 2003 and 19,0 per cent at the end of the previous fiscal year. As a
ratio of gross domestic product, national government loan debt amounted to 
38,9 per cent at the end of June 2003 compared with 37,9 per cent at the end of
March 2003. This increase should, however, be seen in the context of the
simultaneous increase in government deposits.

National government finance in July 2003

National government expenditure in July 2003 amounted to R25,5 billion, bringing
the cumulative expenditure in the first four months of fiscal 2003/04 to R99,3 billion
which was 10,1 per cent more than in the same period of the previous fiscal year.
The cash-flow adjusted expenditure for the first four months of fiscal 2003/04
amounted to R98,4 billion which was 8,2 per cent more than in the corresponding
period of 2002.

National government revenue amounted to R20,8 billion in July 2003 and to 
R89,5 billion in the first four months of fiscal 2003/04, representing a year-on-year
rate of increase of 3,7 per cent. After the usual adjustment for cash flows, revenue
amounted to R89,6 billion in the first four months of fiscal 2003/04, which was 
3,8 per cent more than in the corresponding period of 2002.

The net result of the national government's revenue and expenditure in the first four
months of fiscal 2003/04 was a deficit of R9,8 billion compared with R3,9 billion in
the same period of the previous fiscal year. The deficit before borrowing and debt
repayment, adjusted for cash flows, amounted to R8,8 billion. During July 2003
national government redeemed US$750 million of the dual currency loan originally
drawn down in April 2002 and made a profit of R3,0 billion on the revaluation at
redemption, as indicated in the accompanying table. This resulted in a net borrowing
requirement of R5,8 billion.

National government funding activities in July led to a decrease in total national
government debt to R479,7 billion at the end of that month.
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National government finance
R billions

Fiscal 2003/04 April – July
Originally 2003

Instrument budgeted Actual

Deficit ....................................................................................... 29,5 8,8*
Plus: Extraordinary payments .................................................. 7,0 0,0

Cost/profit on revaluation of foreign loans** .................... 1,9 -3,0
Less: Extraordinary receipts .................................................... 6,4 0,0
Net borrowing requirement ...................................................... 32,0 5,8
Domestic government bonds .................................................... 9,3 16,8
Treasury bills.............................................................................. 6,0 -4,0
Foreign loans............................................................................. 13,6 4,5
Change in available cash balances*** ........................................ 3,1 -11,5
Total net financing .................................................................... 32,0 5,8

* Cash-flow deficit
** Cost +, profit -
*** Increase -, decrease +
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