
Quarterly Economic Review

Introduction

After a decade of economic expansion, growth in the United States economy
slowed down in 2001. Soon after this slowdown started, the growth rates of gross
domestic product began faltering in most of the other industrialised countries.
Overall, growth in the advanced economies of the world fell from close to 4 per cent
in 2000 to less than 1 per cent in 2001.

Some improvement in economic conditions began to emerge in the United States of
America in the fourth quarter of 2001. Recovery in other parts of the world economy
also set in and global economic activity strengthened considerably in the first half of
2002. However, the rapid growth experienced in the early part of that year wavered
in the second half as consumer and business confidence was negatively affected by
revelations of corporate accounting malpractices, declining equity values and the
threat of war against Iraq. By the end of 2002 the recovery in the world economy
was still fragile and not evenly distributed across all regions.

The South African economy weathered the turbulent global economic conditions of the
past two years well. Until the end of 2002 domestic economic growth outpaced the rate
of expansion in many parts of the world, despite losing some momentum from the first
to the second half of last year. The exchange value of the rand recovered appreciably
from the setbacks suffered in 2001. In a drastic reversal of events in 2001 when the
weighted external value of the rand fell by 24 per cent from the end of September to
the end of December, the nominal effective exchange rate of the rand jumped by 18 per
cent from the end of September 2002 to the end of December 2002.

The appreciation of the exchange value of the rand in 2002 has undoubtedly helped
to reduce the cost of imported intermediate and final goods, thereby helping to
improve the prospects for the successful attainment of the inflation target ranges set
for 2004 and 2005.

The fairly impressive performance of the South African economy is also reflected in
the duration of the current upward movement of the business cycle. In December
2002 the cyclical upward movement, which had started in September 1999, has
been in progress for 40 months, making this expansion the fourth longest on record
in the Post World War II period. Unfortunately, the economy lost some of its lustre
when growth slowed down from annualised rates of 4 per cent and 3 per cent in the
second quarter and third quarter to 21⁄2 per cent in the fourth quarter – still a fairly
healthy rate compared with growth in the past.

The slowdown in growth in the second half of 2002 was mainly due to slower growth
in the real value added by the secondary sectors of the economy. Activity in the
tertiary sectors remained lively, while virtually no growth was registered in the primary
sectors of the economy. Despite the slowdown in quarter-to-quarter growth in the
last two quarters of 2002, year-to-year economic growth was 3 per cent in 2002 as
a whole – still slightly higher than the growth rate recorded in 2001.

Growth in aggregate real gross domestic expenditure slowed down considerably in
the fourth quarter of 2002. Despite rising real income levels of the household sector,
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the growth in final consumption expenditure by households decelerated. Because of
the more prudent spending habits of households, their debt-to-income ratio improved
further in 2002. Inventory investment was scaled down as firms aligned their inventory
levels to lower expected sales volumes, thereby contributing to the slowdown in
aggregate domestic spending. The growth in fixed capital formation picked up in the
fourth quarter of 2002, boosted by a strong increase in capital spending by public
corporations, and growth in government consumption expenditure also proceeded at
a lively pace. However, the stronger growth in capital formation and government
consumption spending could not prevent a general slowdown in aggregate domestic
expenditure from occurring in the fourth quarter of 2002.

Overall rates of inflation were noticeably higher during 2002, largely as a result of the
depreciation of the exchange value of the rand towards the end of 2001 and steep
increases in food and fuel prices. These price increases fully offset the counter-
inflationary effects of greater efficiency in the South African economy. Nevertheless,
the expansion and modernisation of production structures in recent years and the
associated improvement in efficiency have continued to boost aggregate supply and
productivity, thus helping to keep in check the gathering inflationary forces. During
the final quarter of 2002 and in January 2003 there were signs – especially at the
level of production prices – that inflation might be abating.

The productivity growth of the first three quarters of 2002 helped to expand aggregate
supply while tighter monetary conditions contributed to slower growth in aggregate
demand. For 2002 as a whole, the increase in nominal aggregate supply exceeded the
increase in nominal aggregate demand. The counterpart to this was that a surplus
developed on the current account of the balance of payments for the first time since
1994. The overall improvement of the current-account balance also had some help
from a smaller deficit on the services and income account in 2002, among other things
due to lower dividend and interest payments to non-resident investors.

An expansion of aggregate supply in excess of the growth in aggregate demand is
likely to ease upward pressure on the aggregate level of prices and lower overall
inflation. However, productivity growth slowed down in the second half of 2002,
raising concerns that faster growth in unit labour cost may spill over with some time
delay into higher final-product prices in 2003.

The current-account surplus in the fourth quarter of 2002, as well as in the calendar
year 2002 as a whole, was accompanied by an inflow of capital from the rest of the
world. The capital inflow in the fourth quarter of 2002 consisted mainly of a net
accumulation of “other” foreign investment liabilities such as loans and advances by
non-resident creditors, trade finance and bank deposits. Foreign direct investment
capital – which is widely regarded as a vehicle for promoting sustainable growth and
rising standards of living – was still leaving the economy in the fourth quarter of
2002, while non-residents were net sellers of portfolio capital. In fact, these outflows
offset in large measure the net inflow of capital classified in the “other foreign
investment” category in the fourth quarter of 2002.

With surpluses on both the current and the financial accounts of the balance of
payments in the fourth quarter of 2002, an increase was recorded in the country’s net
gold and other foreign reserves owing to balance-of-payments transactions. In such
a situation, there is a strong likelihood for an appreciation of the exchange value of
the rand. The positive change in net international reserves certainly contributed to the
relative strength of the rand in the fourth quarter of 2002, but a host of other factors
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co-determined the extent and speed of this appreciation. Among these were great
confidence in economic developments arising from the sound underlying
macroeconomic fundamentals of the country and relatively high gross domestic
product growth. Rising international commodity prices and the wide interest rate
differential between South Africa and other economies also contributed to the
strengthening of the rand.

Although the amount of the country’s gross international reserves valued in US
dollars increased in the fourth quarter of 2002, there was a sizeable decrease in
these reserves when measured in rand, virtually entirely due to revaluation losses
arising from the stronger exchange value of the rand against the US dollar. Import
cover accordingly fell from 201⁄2  weeks’ worth of imports of goods and services at the
end of September 2002 to 171⁄2 weeks’ worth at the end of December.

The growth rates of the monetary aggregates – measured over twelve months as
well as from one quarter to the next – decreased appreciably from the beginning to
the end of 2002. This was in part a repetition of the monetary and credit growth
cycle usually encountered after monetary policy had been tightened in the past.
When bank lending rates were increased in January 2002, overall monetary growth
and bank credit extension temporarily accelerated in the first quarter. This provided
the monetary accommodation for a rapid increase in the general price level.

In the last three quarters of 2002, growth in M3 was reined in by the Reserve Bank’s
progressive tightening of its monetary policy stance. From January to September 2002
the Reserve Bank increased its interest rate on short-term repurchase transactions on
four occasions by 100 basis points at a time. The growth in the broad money supply
slowed down to relatively low rates in the second half of 2002, signalling a possible
reduction in inflation during 2003. In the long run, and with a stable velocity of circulation
of money, an increase in the money supply which is broadly consistent with the growth
in real aggregate output must be associated with a relatively stable price level.

Another positive development from a counter-inflationary viewpoint was that narrow
money holdings (M1A) – usually accumulated to finance spending – actually declined
in the fourth quarter of 2002.

Aggregate credit growth decelerated in the first three quarters of 2002 but bounced
back in the fourth quarter when the banking regulatory authority reiterated that all
banks must fully report on their balance sheets those assets and liabilities arising from
their involvement in repurchase and other similar transactions. Because a sizeable
portion of repurchase transactions involves government securities, the implementation
of these accounting procedures by delinquent banks led to a sharp increase in banks’
claims on the government sector. Credit demand by private-sector businesses and
households continued to grow at a modest rate in the fourth quarter of 2002.

Short-term money-market interest rates generally moved higher during 2002, either
following increases in the Reserve Bank’s repurchase rate or in anticipation of future
increases of this rate. By contrast, a bull market in bonds took shape from about the
end of March 2002, lasting well into 2003 and taking long-term bond yields to their
lowest level since 1980.

Because of these divergent movements of short-term interest rates and long-term bond
yields, the yield curve had assumed an inverse shape towards the end of April 2002.
Since then, short-term interest rates have been consistently higher than long-term



rates, causing the yield curve to slope downwards as maturities lengthen. Market
participants interpret this as indicating a fairly tight monetary policy stance that will
ultimately succeed in lowering price inflation.

Emulating the movement of share prices in the international financial markets, the
South African all-share price index fell by 29 per cent from May 2002 to February
2003. The share prices of companies listed in the resources sector of the market were
particularly hard hit by the appreciation of the exchange value of the rand. Since about
the middle of 2002 this weakness in share prices probably influenced non-resident
investors to reduce their equity holdings in the domestic market on a net basis.

Trading conditions in the real-estate market maintained a lively pace throughout
2002 and in the early part of 2003, apparently oblivious of the steep increase in the
cost of mortgage financing over this period. Increases in house prices nevertheless
tapered off in the second half of 2002 and the early part of 2003.

The management of the country’s fiscal affairs continues to be sound. The national
government’s budget imbalance was a surplus equal to 0,2 per cent of gross
domestic product in the first three quarters of fiscal 2002/03, compared with a deficit
ratio of 0,6 per cent in the corresponding period of the previous fiscal year. This
outturn can be attributed to strong revenue growth and steps taken to strengthen
expenditure monitoring and control. Improving economic conditions, higher inflation
and efficient tax administration assured that the growth in national government
revenue exceeded by a sizeable margin the original budget projections for the full
fiscal year, whereas the growth in expenditure was considerably closer to the budget
targets. This further consolidation of the public finances during the current fiscal year
helped to maintain an approximate macroeconomic balance in the South African
economy, thereby making an indispensable contribution to the eventual realisation of
the national policy objective of general price stability and low inflation.

Unlike the finances of the national government, the accounts of the non-financial
public sector (i.e. the entire public sector, including national government, provincial
governments, local governments and non-financial public-sector businesses) turned
from a surplus in the first nine months of fiscal 2001/02 to a deficit in the first nine
months of fiscal 2002/03. There was a deterioration in the financial imbalances of
provincial governments, local governments and non-financial public-sector business
enterprises. As a percentage of gross domestic product the overall non-financial
public-sector deficit was still quite small: merely 0,8 per cent in the first nine months
of fiscal 2002/03.

The fiscal rectitude of the past eight years or so afforded the Minister of Finance the
opportunity to introduce a growth supportive budget to Parliament for fiscal 2003/04
on 26 February 2003. The Budget for fiscal 2003/04 indicates an increase in the
national government deficit from 1,4 per cent of gross domestic product in fiscal
2002/03 to 2,4 per cent in fiscal 2003/04, partly due to some tax relief for lower and
middle-income taxpayers and higher spending in priority areas such as health, welfare,
education, economic infrastructure, HIV/Aids, and combatting and prevention of
crime. The government stated further that it remains committed to a gradual approach
to exchange control relaxation and demonstrated confidence by announcing further
changes in exchange control in the Budget speech.

The paucity of employment growth remains an intractable problem facing policy
makers in South Africa. Employment opportunities in the major formal sectors of the
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economy have been declining since 1989, relegating growing numbers of workers
to low-quality jobs in the informal economy or into unemployment and poverty.
Some improvement set in during 2002 when employment totals in the formal sectors
of the economy increased for two consecutive quarters.

As part of a broad strategy to add impetus to the improvement in employment
prospects, government has announced a Growth and Development Summit to be
held in May 2003, involving the government, the organised business sector and the
labour movement. The summit will seek to establish binding commitments between
the three entities in order to boost growth and employment creation in a sustainable
way without compromising macroeconomic stability.
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Domestic economic developments

Domestic output

South Africa’s real gross domestic product increased further in the fourth quarter of
2002 albeit at a slower pace than in the third quarter. After increasing at a quarter-
to-quarter seasonally adjusted and annualised growth rate of 4 per cent in the
second quarter of 2002 and 3 per cent in the third quarter, real economic growth
slowed down further to 21⁄2 per cent in the fourth quarter. This was mainly due to
slower growth in the real value added by the secondary sectors of the economy.
Activity in the tertiary sectors remained lively, while virtually no growth was registered
in the primary sectors.

Notwithstanding the somewhat slower growth in the fourth quarter, the South
African economy grew by 3 per cent in 2002 as a whole, a growth rate that was
marginally higher than that of nearly 3 per cent attained in 2001. Even though the
economy lost some growth momentum in the second half of 2002, economic
growth still outpaced the rate of expansion in many other parts of the world.

Following a seasonally adjusted and annualised increase of 21⁄2 per cent in the third
quarter of 2002, almost no growth was registered in the real value added by the
primary sectors in the fourth quarter. Growth in output originating in the agricultural
sector slowed down sharply and almost no growth was recorded by the mining
sector. However, on an annual basis, real value added by the primary sectors
improved from a decline of 11⁄2 per cent in 2001 to growth of 11⁄2 per cent in 2002.
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Growth in the real value added by the agricultural sector slowed down from a
seasonally adjusted and annualised rate of 5 per cent in the third quarter of 2002 to
1⁄2 a per cent in the fourth quarter. Nevertheless, following a decline of 11⁄2 per cent in
2001, the real value added by the agricultural sector increased at a year-on-year rate
of 4 per cent in 2002 as a whole. This can largely be attributed to an increase in field
crop production. In particular, the maize crop increased from 7,5 million tonnes in
2001 to 9,1 million tonnes in 2002. In addition, the wheat and sugar crops have also
shown some increases from 2001 to 2002. 

Following an increase at a seasonally adjusted and annualised rate of 1 per cent in
the third quarter, real value added by the mining sector declined marginally in the
fourth quarter of 2002. This was the net result of a decline in the real value added
by the gold, diamond and platinum mining sectors, which outweighed an increase
in real output by coal and other mining sectors. Subdued global demand for metals
and minerals, and the dampening effect of the stronger rand on export earnings
might also have constrained mining production somewhat.

In 2002 as a whole real value added by the mining sector declined by 1⁄2 a per cent,
somewhat less than the contraction of 11⁄2 per cent in 2001. Production volumes of
diamond mining fell as a result of weak demand, whereas global demand for platinum
was also sluggish. This weakness in the non-gold mining sector was partly counter-
acted by an improvement in the real output originating in the gold-mining sector; 2002
was the first year since 1993 that the volume of gold output actually increased.

Growth in the real value added by the secondary sectors slowed down from a
seasonally adjusted and annualised rate of 3 per cent in the third quarter of 2002 to
2 per cent in the fourth quarter. This was mainly due to a sharp slowdown in the
growth of manufacturing output. Although robust growth was recorded in the sector
supplying electricity, gas and water as well as in the construction sector, this pick-
up was not sufficiently strong to offset the slowdown in manufacturing production.
The year-on-year growth in the real value added by the secondary sectors
maintained a growth rate of 31⁄2 per cent in both 2001 and 2002. Despite the
slowdown in manufacturing output in the second half of 2002, this sector was the
major contributor to growth in the secondary sectors during 2001 and 2002.

Growth in the real value added by the manufacturing sector slowed down from a
seasonally adjusted and annualised rate of 31⁄2 per cent in the third quarter of 2002
to 11⁄2 per cent in the fourth quarter. Quarter-to-quarter growth rates ranging between
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Real gross domestic product
Percentage change at seasonally adjusted annualised rates

2001 2002

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

Primary sectors ................. -4 -1 -2 -2 -1.1⁄2 3.1⁄2 4.1⁄2 2.1⁄2 0 1.1⁄2
Agriculture .................... -7 -2 -1 .1⁄2 -1.1⁄2 7.1⁄2 9 5 .1⁄2 4
Mining........................... -1.1⁄2 0 -3 -4.1⁄2 -1.1⁄2 .1⁄2 1.1⁄2 1 0 -.1⁄2

Secondary sectors ............ 2 2 0 5.1⁄2 3.1⁄2 3.1⁄2 5 3 2 3.1⁄2
Manufacturing............... 1.1⁄2 2 0 7 3.1⁄2 4 6 3.1⁄2 1.1⁄2 4

Tertiary sectors .................. 4 3.1⁄2 3.1⁄2 3.1⁄2 3.1⁄2 2.1⁄2 3.1⁄2 3 3 3
Non-primary sectors.......... 3.1⁄2 3 2.1⁄2 4 3.1⁄2 3 4 3 2.1⁄2 3
Total .................................. 2.1⁄2 2.1⁄2 2 3 3 3 4 3 2.1⁄2 3



11⁄2 and 6 per cent lifted the growth in real manufacturing output for 2002 as a whole
to 4 per cent, a slight acceleration from the 31⁄2 per cent growth in 2001. This was
due to the improved price competitiveness which South African producers enjoyed
in export markets as a result of the lower exchange value of the rand for the greater
part of 2002. In addition, there were also increased opportunities for import
substitution. Final domestic demand was also relatively strong.

The slowdown in manufacturing production in the fourth quarter of 2002 was evident
in quite a few subsectors. This includes, among others, manufacturers of paper
products, basic chemicals, fabricated metal products, machinery and equipment, as
well as transport equipment. The decline in the production of transport equipment is
consistent with a decline in the demand for new motor vehicles.

Alongside the slack in manufacturing production in the fourth quarter of 2002, the
utilisation of production capacity declined from 81,1 per cent in the third quarter to
80,1 per cent in the fourth quarter. In addition, there was a sharp decline in unfilled
orders and in the number of new manufacturing orders. These may be signalling a
weakening in demand for manufactured goods and possibly also some future
weakness in manufacturing output volumes.

The slowdown in manufacturing production in the fourth quarter of 2002 can
probably be attributed to:
- a slowdown in the domestic demand for durable consumer goods which

apparently responded to the 400 basis points increase in bank lending rates;
- weaker international demand for South African manufactured products in a

somewhat hesitant global economy; and
- a decline in the price competitiveness of local exporters and import-competing

industries due to the strengthening of the exchange value of the rand towards the
end of 2002.
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In contrast to manufacturing production, the real value added by the sector supplying
electricity, gas and water increased substantially in the fourth quarter of 2002. Following
zero growth in this sector in the third quarter of 2002, growth accelerated to a
seasonally adjusted and annualised rate of 4 per cent in the fourth quarter. This was
mainly due to a decrease in imports of electricity from Mozambique which necessitated
higher domestic production in order to compensate for the lower-than-usual supply. In
addition, the steady increase in private residential construction and ongoing expansion
of electrification in the rural areas of the country contributed to increased production.

Growth in the real value added by the construction sector accelerated from a seasonally
adjusted and annualised rate of 21⁄2 per cent in the third quarter of 2002 to 4 per cent in
the fourth quarter. This can be attributed, among other things, to the sustained
expansion of residential areas, especially high security developments which remain in
high demand. The relatively robust quarter-to-quarter performance during 2002 lifted
the real value added by the construction sector by 2 per cent for the year as a whole,
following a sturdy increase of 5 per cent in 2001.

The real value added by the tertiary sectors grew at a seasonally adjusted and
annualised rate of 3 per cent in the fourth quarter of 2002, broadly maintaining the
growth rate of the second and third quarters. A slowdown in the growth of the real value
added by the financial intermediation, insurance, real-estate and business services
sector more than neutralised robust growth in the commerce and transport sectors. 
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As a result of these developments, the year-on-year growth in the real value added by
the tertiary sectors slowed down slightly from 31⁄2 per cent in 2001 to 3 per cent in 2002.

Growth in the real value added by the commerce sector accelerated from a
seasonally adjusted and annualised rate of 2 per cent in the third quarter of 2002 to
3 per cent in the fourth quarter. This stronger growth was mainly concentrated in the
wholesale sector and in the catering and accommodation subsector. The catering
and accommodation sector has continued to benefit from the growing number of
foreign tourists visiting the country. The increased activity in these sectors was
partially offset by a decline in the real value added by the motor trade as the demand
for new motor vehicles slackened. Growth in the retail subsector was also rather
lacklustre as a result of the subdued growth in consumer demand.

For the year 2002 as a whole, the real value added by the commerce sector increased
by 21⁄2 per cent, compared with 31⁄2 per cent in 2001. This was mainly due to a solid
performance by the retail sector, which posted a growth rate of 41⁄2 per cent in both
2001 and 2002.

Growth in the real value added by the transport, storage and communication sector
accelerated from 6 per cent in the third quarter of 2002 to a seasonally adjusted and
annualised rate of 61⁄2 per cent in the fourth quarter. This was largely a result of lively
growth in the transport sector, particularly air transport which was boosted by the
growing number of foreign tourists and increased volumes of merchandise imports.
In addition, value added by the communication subsector benefited from continued
expansion in the cellular telephone industry. Despite its strong expansion towards
the end of 2002, the growth in the real value added by the transport, storage and
communication sector slowed down from 7 per cent in 2001 to 6 per cent in 2002.

There was a marked slowdown in the growth of real value added by the financial
intermediation, insurance, real-estate and business services sector. After recording an
increase of 3 per cent in the third quarter, growth slowed down to a seasonally
adjusted and annualised rate of 2 per cent in the fourth quarter of 2002. This
slowdown was mostly confined to output originating in commercial banks and
securities dealers. Real output by commercial banks was adversely affected by lower
growth in deposit holdings and credit extension to private-sector organisations during
2002. The real value added by securities dealers was also negatively affected by a
decline in the volume of transactions on the securities and derivatives markets. Overall
growth in real value added by the financial intermediation, insurance, real-estate and
business services sector was down from 41⁄2 per cent in 2001 to 31⁄2 per cent in 2002.

The growth in the real value added by general government also slowed down
noticeably in the fourth quarter of 2002 as part of the drive by general government
to contain the growth in employee remuneration. However, with quarter-to-quarter
growth rates of between 1⁄2 a per cent and 21⁄2 per cent recorded during the year,
annual growth in real value added by general government accelerated to 1 per cent
in 2002 following a decline of 1⁄2 a per cent in 2001.

The growth in real gross national income accelerated from 21⁄2 per cent in 2001 to 
41⁄2 per cent in 2002. This acceleration in growth was underpinned by sustained
growth in real gross domestic product and a smaller amount of net primary income
transferred to the rest of the world. In addition, the international terms of trade
improved in 2002 indicating that the same volume of exports is able to pay for a larger
volume of imports. Real national income per capita has accordingly benefited, taking
the growth in this aggregate to 21⁄2 per cent in 2002, up from just 1⁄2 a per cent in 2001.
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Domestic expenditure

The growth in aggregate real gross domestic expenditure slowed down considerably
in the fourth quarter of 2002. Following an increase of 71⁄2 per cent in the third quarter
of 2002, the rate of increase in domestic expenditure slowed down to a seasonally
adjusted and annualised rate of 5 per cent in the fourth quarter. This can be attributed
to a slowdown in net inventory accumulation as well as somewhat lower growth in real
final consumption expenditure by households. Notwithstanding these developments,
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growth in real gross domestic expenditure for 2002 as a whole amounted to 4 per
cent, compared with growth of 21⁄2 per cent in 2001. Heightened investment activity
contributed substantially to the acceleration of expenditure growth in 2002.

The growth in real final consumption expenditure by households slowed down from
a seasonally adjusted and annualised rate of 3 per cent in the third quarter of 2002
to 21⁄2 per cent in the fourth quarter. This was mainly due to a decline in real outlays
on durable goods. In addition, slower growth was recorded in real expenditure on
semi-durable as well as non-durable goods.

The quarter-to-quarter growth recorded in final consumption expenditure by house-
holds ranged between 21⁄2 per cent and 31⁄2 per cent during 2002, similar to the quarterly
rates in 2001. Accordingly, growth in real outlays by households increased by 3 per cent
in 2002, broadly maintaining the growth rate of 2001. The growth in final consumption
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Real gross domestic expenditure
Percentage change at seasonally adjusted annualised rates

2001 2002

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

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

Final consumption expenditure 
by general government ............ 3.1⁄2 3.1⁄2 3.1⁄2 4 3.1⁄2 3.1⁄2 3.1⁄2 3.1⁄2 4 3.1⁄2

Gross fixed capital formation ........ 4 3 2 5.1⁄2 3 7 8 8.1⁄2 11.1⁄2 6.1⁄2
Change in inventories (R billions)... 0,4 -2,3 4,0 4,7 1,7 6,4 0,4 4,5 6,2 4,4
Gross domestic expenditure....... 3 1.1⁄2 6 5 2.1⁄2 5.1⁄2 -..1⁄2 7.1⁄2 5 4
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expenditure by households was underpinned by the relatively strong growth of 3 per
cent and 31⁄2 per cent recorded in the real disposable income of households in 2001 and
2002 respectively. Households could therefore spend more on consumer goods
without incurring debt excessively. As a result, household debt as percentage of
disposable income declined from 55 per cent in 2001 to 521⁄2 per cent in 2002.

The decline in real expenditure on durable goods was evident in spending on
furniture, household appliances and transport equipment, especially new motorcars.
Higher prices and the higher cost of credit made new cars far less affordable. Since
most expenditure in this category is of a discretionary nature, consumers tend to
reduce their expenditure more readily when prices and interest rates are higher.
Unlike the end of 2001 when consumers were engaged in pre-emptive buying
following the steep decline in the exchange value of the rand, the situation was
somewhat reversed in 2002. The strengthening of the rand towards the end of 2002
might have induced consumers to delay purchases in order to pay lower prices later.

Growth in real outlays on semi-durable goods slowed down from a seasonally
adjusted and annualised rate of 4 per cent in the third quarter of 2002 to 2 per cent
in the fourth quarter. This was mainly due to lower growth in expenditure on clothing
and footwear, household textiles and motorcar parts and accessories.

Growth in real expenditure on non-durable goods weakened in the fourth quarter of
2002. This could mainly be attributed to a slowdown in the growth of real outlays on
food and beverages and a decline in real outlays on petroleum products. Households
economised on their petrol consumption as a result of high price increases during the
year. The high food price increases throughout the year weighed on the demand for
food in the third and fourth quarters of 2002, but spending on services continued to
increase at a lively pace. This was primarily due to accelerated growth in expenditure
on recreational, entertainment and educational goods.
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Real final consumption expenditure by general government accelerated from a
seasonally adjusted and annualised growth rate of 31⁄2 per cent in the third quarter of
2002 to 4 per cent in the fourth quarter. This was the net result of a marked increase
in expenditure on goods and services, other than labour services. Real compen-
sation of employees increased only moderately and in line with the government’s
intention to contain the growth in its wage bill. For 2002 as a whole, final
consumption expenditure by general government increased by 31⁄2 per cent,
maintaining the growth rate of 2001. The ratio of final consumption expenditure by
general government to gross domestic product remained at 19 per cent in the
calender year 2002, similar to that of 2001.

The expansion in real gross fixed capital formation accelerated in the fourth
quarter of 2002. Following a quarter-to-quarter seasonally adjusted and
annualised growth rate of 81⁄2 per cent in the third quarter of 2002, growth picked
up further to 111⁄2 per cent in the fourth quarter – the strongest growth rate
recorded since the second quarter of 1996 – largely due to a substantial
increase in real capital expenditure by public corporations. The growth in real
capital outlays by private business enterprises remained strong in the fourth
quarter of 2002, albeit at a slightly lower rate than in the third quarter. With
quarterly annualised growth rates ranging between 7 per cent and 111⁄2 per cent
in 2002, the year-to-year growth rate in total real gross fixed capital formation
accelerated from 3 per cent in 2001 to 61⁄2 per cent in 2002.

The increase in real gross fixed capital formation by public corporations was
mostly centred around real capital expenditure by Transnet. The arrival of the first
two of South African Airways fleet of new Airbuses boosted real capital
expenditure by public corporations. The ongoing expansion of the Coega
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harbour project in the Eastern Cape was also a major contributor to real capital
outlays in the fourth quarter of 2002.

Growth in real fixed capital formation by general government increased in the fourth
quarter of 2002. This growth in capital formation was spread throughout all tiers of
government, which might be an indication of the improved capacity of government
departments to undertake expenditure on service-delivery projects.

Growth in real capital outlays by private business enterprises remained strong, but
nevertheless slowed down from 8 per cent in the third quarter of 2002 to 7 per
cent in the fourth quarter. The increase in real capital expenditure by business
enterprises was evident in all the sectors of the economy; it was especially
noticeable in the mining sector, and more so in the platinum sector than in the
other subsectors of mining. Farmers apparently are taking advantage of the
stronger rand to replace ageing machinery and equipment which traditionally have
a high import content.

Real inventory investment increased in the fourth quarter of 2002, but at a lower
rate than in the third quarter. Inventory accumulation slowed down in virtually all
sectors of the economy, but was particularly pronounced in the commerce sector.
Consequently, net inventory investment contributed just 1 percentage point to
growth in real gross domestic product in the fourth quarter of 2002, in contrast to
21⁄2 percentage points in the third quarter. In addition, the ratio of industrial and
commercial inventories to gross domestic product outside of agriculture fell back
somewhat from 16 per cent in the third quarter of 2002 to 151⁄2 per cent in the fourth
quarter. However, for the year as a whole this ratio increased from 15 per cent in
2001 to 151⁄2 per cent in 2002.
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Factor income

The growth over four quarters in total nominal factor income accelerated to 13 per
cent in the fourth quarter of 2002 after reaching a level of 12 per cent in the third
quarter. The increase in total nominal factor income was based on solid growth in
both gross operating surpluses of business enterprises and compensation of
employees. For 2002 as a whole, the growth in nominal factor income advanced by
111⁄2 per cent, following a growth rate of 101⁄2 per cent in 2001. The acceleration in
the growth of nominal gross operating surpluses can be attributed to higher prices,
especially of agricultural products and exported goods.

The growth in total gross operating surpluses, measured over four quarters, has
accelerated slightly to 161⁄2 per cent in the fourth quarter of 2002 from 151⁄2 per cent in
the third quarter. An analysis of the increase in gross operating surplus by sector of
economic activity in the fourth quarter of 2002 indicates that higher operating
surpluses were evident in most sectors of the economy. It was particularly pronounced
in the sector supplying electricity, gas and water as well as in the transport, storage
and communication sector. Solid growth was recorded in the operating surpluses of
resource-based industries such as mining which benefited from rising international
commodity prices. The appreciation of the exchange value of the rand occurred late
in 2002 with only limited impact on corporate operating surpluses as yet.

Operating surpluses generally remained at high levels throughout 2002, benefiting
from the depreciation of the exchange rate of the rand which increased the pricing
power of businesses and widened operating margins. This had the effect of
bringing the share of operating surpluses to total factor income in 2002 to 481⁄2 per
cent compared with 471⁄2 per cent in 2001. Apart from the special circumstances
that prevailed during 1980 when the price of gold rose to extremely high levels,
the current share of operating surpluses in total factor income has not been
matched before.
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The growth over four quarters in total compensation of employees accelerated to 
91⁄2 per cent in the fourth quarter, following an increase of 9 per cent in the third
quarter. This acceleration was evident in all sectors of the economy, except for the
financial intermediation, insurance, real-estate and business services sector where
compensation growth slowed down.

In 2002 as a whole, the growth in total compensation of employees accelerated from
8 per cent in 2001 to 81⁄2 per cent. This was partly due to wage settlements which
were higher in 2002 than in 2001. Notwithstanding these developments, the ratio of
compensation of employees to total factor income has declined from 521⁄2 per cent
in 2001 to 511⁄2 per cent in 2002.

Gross saving

The saving ratio, i.e. the ratio of gross saving to gross domestic product, improved
from 15 per cent in 2001 to 16 per cent in 2002. Although South Africa’s saving is
far lower than in the 1980s, it was more than adequate for the financing of gross
domestic capital formation in 2002, leaving some R3,3 billion of financial resources
to be exported.

The rise in the saving ratio was mainly brought about through higher saving by
corporate businesses whose saving increased from 10 per cent of gross domestic
product in 2001 to 11 per cent in 2002. This was supported by an increase in the
gross saving by households and general government.

The gross saving of corporate businesses was boosted by higher operating
surpluses, which in turn benefited from the solid economic expansion and windfalls
still reaped from the depreciation of the exchange value of the rand in 2001. This
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was particularly evident in the agricultural and manufacturing sectors. Gross saving
by the corporate sector was further boosted by the preference of companies to
finance expansions from internally generated funds rather than accessing credit and
capital markets at high interest rates.

Notwithstanding the stronger growth in the nominal gross domestic product, the ratio
of household saving to gross domestic product remained at 3 per cent in 2002, similar
to that of 2001. Household saving was underpinned by an increase in real disposable
income in 2002, arising mainly from higher income from property and mixed income of
entrepreneurial households. In addition, household disposable income benefited from a
lower tax burden and prudent household debt management. Household-sector debt
increased by only 71⁄2 per cent in 2002 following an increase of 81⁄2 per cent in 2001.

The ratio of general government saving to gross domestic product remained broadly
unchanged at 2 per cent from 2001 to 2002. Steps taken to strengthen the
monitoring and control of government expenditure and better-than-budgeted tax
revenues underpinned the gross saving of government.

Employment

According to the Survey of Employment and Earnings in Selected Industries (SEE)
by Statistics South Africa, employment in the regularly surveyed formal non-
agricultural sectors of the economy increased at an annualised rate of 2,4 per cent
in the third quarter of 2002. Employment numbers have increased for two conse-
cutive quarters following three years of continuous decline, suggesting that the
formal economy may have entered an era of steadily rising employment levels, but
it is still far too early to conclude that the tide has finally turned.
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Measured employment in the third quarter of 2002 was assisted by the inclusion of
about 11 000 National Defence Force reserve members who were not previously
covered by the survey. Overall, formal-sector non-agricultural employment increased
by 0,5 per cent in the year to the third quarter of 2002 – the first year-on-year rate
of increase in the past six years. Even without the one-off rise in the aggregate level
of employment, year-on-year employment growth would have been 0,2 per cent in
the third quarter of 2002.

Employment in the private sector rose at an annualised rate of 3,3 per cent from
the second to the third quarter of 2002. Employment gains were recorded in
almost all the subsectors of the economy, apart from construction, electricity
supply and gold mining. The largest increases were recorded in the sectors for
washing and dry-cleaning services, transport, storage and communication, and
non-gold mining.

Early indications are that employment growth in the fourth quarter of 2002 could
have been somewhat weaker than in the two preceding quarters. For example,
indicators of job advertisements fell back in both the third and fourth quarters. Also,
results obtained from the Investec Purchasing Managers Index show that job
growth in the manufacturing sector fell back in the fourth quarter of 2002.
Furthermore, the number of electronically paid salaries, wages and pensions
processed by the Automated Clearing Bureau of South Africa decreased in the
fourth quarter of 2002.

Following the rise of private-sector employment, public-sector employment increased
at an annualised rate of 0,6 per cent in the third quarter of 2002. Employment gains
were noted in the national government departments where the numbers were boosted
by the inclusion of the National Defence Force reserve members. The hiring of
temporary employees, such as examiners and moderators, by some universities and
technikons, further added to public-sector employment in the third quarter of 2002.

As part of a broad strategy to add further impetus to the improvement in employment
prospects, government has announced a Growth and Development Summit to be held
in May 2003 between the government, the business sector and the labour movement.
This summit will seek to find strategies for the economy to grow sustainably and to
reduce unemployment. As a preamble to the summit, the government stated its
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Change in non-agricultural private-sector employment in the third quarter of 2002
Quarter to quarter and annualised 

Sector Percentage
change

Gold mining.............................................................................................................. -0,6
Non-gold mining ...................................................................................................... 16,9
Manufacturing .......................................................................................................... 4,2
Electricity supply ...................................................................................................... -1,2
Construction ............................................................................................................ -2,0
Trade, catering and accommodation services .......................................................... 0,4
Transport, storage and communication .................................................................... 18,6
Financial intermediation and insurance ..................................................................... 0,7
Washing and dry-cleaning services .......................................................................... 34,8
Total private sector ................................................................................................. 3,3



intention to continue building on economic successes born of fiscal discipline and
macroeconomic stability, but added that the country has now progressed to a stage
where the focus ought to be shifted more directly to growth and employment creation.

To further enhance the coverage of labour legislation, government has introduced a
sectoral determination for agricultural workers taking effect on 1 March 2003.
Accordingly, a minimum wage of R800 per month in wealthier areas and R650 a
month in other areas will apply. The minimum wage will also be subject to an annual
increase while payments in kind, such as accommodation and food, are limited to 
20 per cent of the total remuneration package. A maximum working week of 45 hours
will apply and a four-week notice period will have to be adhered to in the event of the
termination of service of employees being employed for longer than six months.

According to Andrew Levy Employment Publications, a private-sector publication,
the cumulative number of workdays lost due to strikes and work stoppages fell from
1,25 million in 2001 to 945 000 in 2002. The lower incidence of strike activity is
attributed to a number of long-term agreements concluded in 2001 which reduced
the inclination for strike action. These agreements, which included the automobile,
mining, metal and engineering, and public service sectors, covered approximately
48 per cent of the workforce and brought a degree of stability to the labour market
while setting an example of good conduct for other segments of the market.

Labour cost and productivity

The year-on-year growth in average nominal remuneration per worker in the formal
non-agricultural sectors of the economy accelerated rapidly from 9,2 per cent in the
second quarter of 2002 to 14,1 per cent in the third quarter. Average year-on-year
growth at 11,0 per cent in the first three quarters of 2002 was the highest in the past
four years. With overall year-on-year consumer price inflation averaging 8,6 per cent
in the first three quarters of 2002, gainfully employed workers, on average, enjoyed
an improvement of 2,4 per cent in their “real consumption wage”, i.e. in the real
buying power of their remuneration during this period.

Information obtained from the Automated Clearing Bureau about the average salaries,
wages and pensions deposited into the bank accounts of almost 5 million salaried and
retired workers suggests that the faster pace of increase in nominal wage growth in the
third quarter of 2002 might have been sustained in the fourth quarter. The amount of
these deposits increased at a year-on-year rate of 14,4 per cent in the fourth quarter of
2002. Survey results obtained from Andrew Levy Employment Publications show that
the average rate of wage settlements in collective bargaining agreements also picked
up from 7,4 per cent in 2001 to 8,0 per cent in 2002 – the first acceleration in the
settlement level since 1999. At the entry level, remuneration increases were far more
generous as the average minimum monthly wage per worker rose by 12,3 per cent to
R2 558 in the year to December 2002. 

Growth in the average nominal compensation per worker in the private sector
accelerated from a year-on-year rate of 9,6 per cent in the second quarter of 2002 to
10,7 per cent in the third quarter. Increased wage pressures were pervasive
throughout the private sector in the third quarter of 2002. Remuneration growth in
excess of 20 per cent was recorded in the financial intermediation and insurance
industry. Fairly sizeable remuneration increases, i.e. in excess of 15 per cent, were also
granted in the construction sector. Remuneration growth rates in the other private
subsectors during the third quarter of 2002 were far more modest, generally below 
10 per cent, even though some still accelerated from the second to the third quarter.
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Growth in the nominal remuneration per worker in the public sector accelerated from
a year-on-year rate of 6,5 per cent in the first quarter of 2002 and 8,6 per cent in the
second quarter to 19,4 per cent in the third quarter. Remuneration growth in the third
quarter of 2002 was bolstered by annual salary increases that took effect in July 2002,
as well as by the payment of performance bonuses. Increased wage pressures were
quite pronounced in the national government departments and in the public transport,
storage and communication sector. Average year-on-year wage growth in the public
sector amounted to 11,5 per cent in the first three quarters of 2002, exceeding the
wage growth in the private sector during this period by about a full percentage point.

Partly as a consequence of increased international competitiveness following the
sharp depreciation of the exchange value of the rand in the closing months of 2001,
growth in manufacturing production picked up to a year-on-year rate of 7,8 per cent

Remuneration, labour productivity and unit labour cost in 
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in the third quarter of 2002. As a result, growth in manufacturing labour productivity
(measured as real output per worker) rose from 4,5 per cent in the first quarter of
2002 to 6,7 per cent in the third quarter. By contrast, economy-wide labour
productivity growth was far more sedate, amounting to a year-on-year rate of just
2,7 per cent in the third quarter of 2002. This rate of increase is considerably lower
than at any stage in the past seven years when annual productivity growth regularly
exceeded 4 per cent and was as high as 6,3 per cent in 2000.

The rapid pace of increase in manufacturing labour productivity, together with a
slowdown in nominal remuneration growth, jointly held back the growth in nominal
unit labour cost in the manufacturing sector. When measured over periods of four
quarters, the growth in the cost of labour per unit of manufacturing output fell back
substantially from 6,0 per cent in the first quarter of 2002 to 0,8 per cent in the
second quarter and 1,2 per cent in the third quarter. This benign development
contributed to the containment of production price inflation which is expected to
influence consumer price inflation too.

Contrary to the slowdown in nominal unit labour cost in the manufacturing
sector, nominal unit labour cost in the other sectors of the economy grew
considerably faster. A slowdown in economy-wide labour productivity and rising
nominal wage growth resulted in nominal unit labour cost in the formal non-
agricultural sector of the economy accelerating from 5,5 per cent in the first
quarter of 2002 and 5,7 per cent in the second quarter to 11,1 per cent in the
third quarter. Average year-on-year growth in nominal unit labour cost amounted
to 7,5 per cent in the first three quarters of 2002, more than twice as high as in
the first three quarters of 2001, signalling potential upward pressure on price
inflation in coming months.
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Prices

Price inflation accelerated rapidly in 2002, mainly on account of a sharp depreciation of
the exchange rate of the rand in the closing months of 2001. Rising food prices and an
increase in energy costs also added to increased inflationary pressures in the domestic
economy. CPIX inflation (i.e. changes in the overall consumer price index for
metropolitan and other urban areas, excluding the interest cost of mortgage bonds)
accordingly rose from a most recent low of 5,8 per cent in September 2001 to 12,7 per
cent in November 2002. Following some moderation in food price inflation and a
temporary decline in the cost of petrol and diesel, CPIX inflation slowed down to a year-
on-year rate of 11,8 per cent in January 2003. If these two moderating effects are
omitted from the index, year-on-year CPIX inflation amounted to 10,1 per cent in
January 2003.

The quarter-to-quarter pace of CPIX inflation accelerated in the fourth quarter of 2002,
amounting to an annualised rate of 14,5 per cent compared with a rate of 11,1 per cent
in the second quarter. Besides food prices, CPIX inflation was pushed higher by rapid
increases in transport running costs (including the cost of petrol and diesel), housing,
medical care and health expenses. The average annual rate of CPIX inflation was 10,0
per cent in 2002 – its highest for the past eight years and exceeding by a fair margin
the official inflation-target range of between 3 and 6 per cent set for that year.

Production price inflation, which is one of the main drivers of increases in consumer
prices, rose strongly in the period following the fall in the exchange rate of the rand,
and was further pushed higher by rising food prices and energy costs. As a result,
the year-on-year rate of increase in the all-goods production price index rose from
8,3 per cent in December 2001 to 15,4 per cent in both August and September
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2002 – the highest rate of increase since August 1989. Since October 2002 the
recovery of the rand has curbed the rises in the prices of imported goods, slowing
the year-on-year measure of all-goods production price inflation to 8,1 per cent in
January 2003. The average annual rate of increase in the all-goods production price
index was 14,2 per cent in 2002 which is 5,8 percentage points higher than the
corresponding rate of 8,4 per cent in 2001.

There was an impressive reduction in quarter-to-quarter production price inflation
from an annualised rate of 25,8 per cent in the first quarter of 2002 to 5,0 per cent
in the fourth quarter. Lower increases in the prices of imported goods and in the
prices of a wide range of domestically produced goods contributed to this slow-
down in production price inflation.

After it had been at around the 8 per cent level in the closing months of 2001, inflation
in the prices of domestically produced goods rose strongly to 15,3 per cent in August
2002 as higher import prices started to impact on the cost of domestic production.
The prices of domestically produced goods were also pushed higher by a rise in
energy costs following higher international crude oil prices, and steep increases in the
prices of processed and unprocessed food products. Production prices of food
increased by 30,4 per cent in the year to September 2002 and domestic petrol and
diesel prices by 14,5 per cent in the year to December 2002. Until the second quarter
of 2002, production prices were mainly driven higher by prices of imported goods,
food and fuel, but later price increases spread to a far wider array of goods.

Following declines in the price of electricity, occasioned by the introduction of a new
pricing structure by Eskom, and a fall in the rise of food prices, domestically
produced goods inflation receded to a year-on-year rate of 9,5 per cent in January
2003 and to a quarter-to-quarter annualised rate of 6,6 per cent in the fourth quarter
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of 2002. For comparison purposes, the quarter-to-quarter rate had been as high as
21,4 per cent in the first quarter of 2002. Fairly modest rates of increase in
manufacturing nominal unit labour cost in the first three quarters of 2002 probably
contributed to this reduction in domestically generated inflationary pressures.

Imported goods inflation, when measured over periods of twelve months, rose from
7,4 per cent in November 2001 to 17,4 per cent in April 2002, substantially inflating
prices at both the production and consumer price levels. In the months following
April 2002, imported goods inflation petered out and the year-on-year rate fell back
sharply to 4,6 per cent in January 2003. Even more impressive, the quarter-to-
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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: 1st qr...................................... 6,5 6,7 7,0
2nd qr .................................... 7,2 6,9 6,7
3rd qr ..................................... 8,4 6,3 8,5
4th qr ..................................... 11,5 12,9 11,6
Year........................................ 7,8 10,0 8,4

2002: 1st qr...................................... 21,4 37,6 25,8
2nd qr .................................... 14,6 12,3 13,5
3rd qr ..................................... 12,5 5,6 11,2
4th qr ..................................... 6,6 2,6 5,0
Year........................................ 13,5 15,5 14,2



quarter annualised rate of increase in the prices of imported goods fell from 37,6 per
cent in the first quarter of 2002 to 2,6 per cent in the fourth quarter. This slowdown
in imported goods inflation resulted primarily from the recovery of the exchange rate
of the rand during the second half of 2002.

As price pressures moved from the production level to end-product prices, headline
inflation, i.e. the year-on-year changes in the overall consumer price index for
metropolitan areas, increased almost fourfold from 4,0 per cent in October 2001 to
14,5 per cent in October and November 2002, falling back slightly to 14,4 per cent
in December and more significantly to 13,7 per cent in January 2003. Since July
2002, headline inflation has outpaced CPIX inflation as mortgage bond interest rates
moved higher, but for 2002 as a whole, headline inflation at 10,1 per cent was about
equal to the 10,0 per cent rise in CPIX.

Quarter-to-quarter consumer price inflation rose progressively from 1,9 per cent in
the third quarter of 2001 to 17,1 per cent in the fourth quarter of 2002. Inflation in
the prices of both consumer goods and services was still accelerating in the fourth
quarter of 2002. A more positive development, seen from the perspective of
disinflation, was that seasonally-adjusted annualised month-to-month inflation fell
from around 25 per cent in October 2002 to 4,0 per cent in January 2003.

Inflation in the prices of consumer goods rose from a year-on-year rate of 7,2 per
cent in January 2002 to 13,0 per cent in October. The prices of especially food,
transport, and furniture and equipment rose strongly. Food price inflation then
moderated somewhat, contributing to a slowdown in goods price inflation to 
11,9 per cent in December 2002. Even though food price increases became slightly
milder towards the end of 2002, the annualised quarter-to-quarter growth in
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consumer goods price inflation accelerated from 11,4 per cent in the third quarter of
2002 to 13,7 per cent in the fourth quarter, signalling that inflationary pressures were
still quite pervasive in the closing months of that year.

Consumer services price inflation is somewhat unattached from changes in the
prices of traded goods and only accelerated once higher goods prices began to
influence the cost of service delivery. The year-on-year rate of increase in the prices
of consumer services remained relatively low at around the 7 per cent level up to
June 2002, but rose steeply thereafter to 17,6 per cent in January 2003. The
acceleration in services price inflation not only resulted from increases in home
mortgage interest rates, but was also pushed higher by stronger increases in the
prices of other non-housing related services. When measured from quarter to
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Quarter-to-quarter changes at seasonally adjusted annualised rates

Period Goods Services Headline inflation CPIX inflation

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

2002: 1st qr.................................... 12,5 11,4 11,9 11,5
2nd qr................................... 12,4 15,3 14,0 11,1
3rd qr ................................... 11,4 20,2 14,7 12,8
4th qr.................................... 13,7 21,5 17,1 14,5
Year ...................................... 10,2 10,0 10,1 10,0



quarter and annualised, services price inflation rose further from 20,2 per cent in the
third quarter of 2002 to 21,5 per cent in the fourth quarter. However, omitting
housing services from the consumer services price index, inflation in the prices of
other services moderated slightly in the fourth quarter of 2002.

Although the prospects for inflation have improved as the exchange value of the
rand strengthened and food price increases slowed down, there were other factors
militating against a slowdown in inflation. Prominent among these were
- an increase in the international price of crude oil associated with the prevailing

geopolitical tensions and the threat of war against Iraq;
- accelerating unit labour cost throughout most of the non-agricultural sectors of

the economy; and
- strong rises in the prices of most items where government agencies still have an

important say in determining prices.
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Foreign trade and payments

Current account

The current account of the balance of payments (seasonally adjusted and
annualised) was transformed from a deficit of R2,2 billion in the third quarter of 2002
into a surplus of R4,3 billion in the fourth quarter. In 2002 as a whole, the current
account was in surplus to the amount of R3,3 billion – the first such surplus since
1994. As a ratio of gross domestic product, this surplus was equal to 0,3 per cent
compared with a deficit ratio of 0,3 per cent in 2001.
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The improvement in the current-account balance in 2002 occurred mainly in the first
half of the year when the value of merchandise exports and net gold exports rose
sharply. The value of merchandise exports levelled off in the second half of 2002 in
response to weaker international demand for domestically produced goods, whereas
an expansion in gross domestic expenditure contributed towards an increase in the
value of merchandise imports. This compressed the surplus on the trade account
quite noticeably. However, a decline in net income and service payments to the rest
of the world ensured that the surplus on the current account of the balance of
payments was maintained in the second half of 2002.

In the fourth quarter of 2002 an increase in the nominal value of merchandise export
earnings was almost fully neutralised by a decline in the value of net gold exports and
by an increase in the value of merchandise imports. As a consequence, the surplus on
the trade account (seasonally adjusted and annualised) remained broadly unchanged
from the third quarter of 2002 to the fourth quarter. However, a substantial contraction
in the shortfall on the services and income account of the balance of payments caused
an improvement in the current-account balance from a deficit of R2,2 billion in the third
quarter of 2002 to a surplus of R4,3 billion in the fourth quarter.

After having declined by 5,7 per cent to a seasonally adjusted and annualised value
of R272,1 billion in the third quarter of 2002, the value of merchandise exports rose
to R295,9 billion in the fourth quarter of 2002 or by 8,7 per cent. The value of mining
products exported increased strongly, especially in the subcategories base metals,
and precious and semi-precious stones. The value of exports of agricultural and
manufactured goods also increased, but not nearly as impressively as the export
value of mining products.

The fall in the volume of merchandise exports in the third quarter of 2002 was
reversed in the fourth quarter when the physical quantity of exports increased by
12,0 per cent. This increase in the physical quantity of merchandise exports was
partly offset by a decline in the unit price of South Africa’s merchandise exports.
Although international commodity prices strengthened, the appreciation of the
exchange value of the rand against the major international currencies caused the
rand prices of merchandise exports to fall by some 3 per cent from the third quarter
of 2002 to the fourth quarter.
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Balance of payments on current account
Seasonally adjusted and annualised
R billions

2001 2002

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

Merchandise exports .......................... 233,2 277,1 288,5 272,1 295,9 283,4
Net gold exports................................. 29,4 39,6 43,5 46,9 40,2 42,6
Merchandise imports .......................... -221,6 -273,5 -276,0 -276,8 -293,0 -279,8
Trade account.................................... 41,0 43,2 56,0 42,2 43,1 46,2
Net service, income and

current transfer payments ............. -43,9 -36,8 -51,4 -44,4 -38,8 -42,9
Balance on current account ................. -2,9 6,4 4,6 -2,2 4,3 3,3



The annualised value of South Africa’s net gold exports fell from R46,9 billion in the
third quarter of 2002 to R40,2 billion in the fourth quarter. Owing mainly to the
stronger external value of the rand, the average realised price of gold per fine ounce
fell by 11,8 per cent over this period despite an increase in the dollar price of gold.
At the same time, the volume of gold exports fell by 3,0 per cent.

The value of net gold exports rose to R42,6 billion in 2002, or by 44,9 per cent,
raising the share of gold exports in the total value of goods exported to 13,1 per cent
from 11,2 per cent in 2001. This increase in the value of net gold exports could be
attributed to an increase in the average realised price of gold from R2 277 per fine
ounce in 2001 to R3 307 per fine ounce in 2002. The physical quantity of gold
exports fell by 0,9 per cent in 2002.

On the London market the average fixing price of gold, which had increased
consistently since the second quarter of 2001, rose from US$271 per fine ounce in
2001 to US$310 per fine ounce in 2002. Uncertainty in global financial markets and
concerns about the possibility of war in Iraq caused the average fixing price of gold
on the London market to reach a level of US$357 per fine ounce in January 2003 –
its highest level since March 1997.

The seasonally adjusted and annualised value of merchandise imports rose from
R276,8 billion in the third quarter of 2002 to R293,0 billion, or by 5,9 per cent, in the
fourth quarter. The value of imports of mining products and manufactured goods,
especially in the subcategories mineral products and vehicles and transport
equipment, increased sizeably in the fourth quarter of 2002.

Mainly due to the strengthening in the external value of the rand, the rand prices of
imported goods fell by 4,5 per cent from the third quarter of 2002 to the fourth
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quarter. The nominal effective exchange rate of the rand appreciated on balance by
17,8 per cent from the end of September 2002 to the end of December. The
demand for imported goods is evidently fairly sensitive to changes in import prices.
Reflecting this sensitivity, the physical quantity of merchandise imports increased by
about 10,9 per cent from the third quarter of 2002 to the fourth quarter. The demand
for imported goods was further underpinned by an increase in gross domestic
expenditure during the fourth quarter of 2002.

The deficit on the services and income account of the balance of payments (seasonally
adjusted and annualised) contracted considerably from R44,4 billion in the third
quarter of 2002 to R38,8 billion in the fourth quarter. A sharp decline in dividends
declared on foreign direct investment in the economy caused a contraction in net
investment-income payments to non-residents. Following non-residents’ disinvest-
ment from shares listed on the JSE Securities Exchange SA during 2002, dividend
payments on foreign portfolio investment in the economy also contracted in the fourth
quarter of 2002. The decline in dividend payments to the rest of the world was only
partly countered by an increase in interest payments on foreign loan liabilities.

Relative to total income and service payments to the rest of the world, income
payments declined from 49,0 per cent in the second quarter of 2002 to 42,3 per cent
in the fourth quarter. For 2002 as a whole, the shortfall on the services and income
account amounted to R42,9 billion compared with a deficit of R43,9 billion in 2001.

Financial account

Strong net capital flows into South Africa during the first half of 2002 were whittled
away in the second half of the year when international investors’ sentiment turned
negative. Net financial inflows amounted to R33,1 billion in the first half of 2002 but
these fell away almost completely in the second half. Net direct and net “other”
investment capital flows into South Africa contracted substantially in the second half
of 2002 and net portfolio investment turned around from considerable net purchases
by non-residents in the first half of 2002 to large net sales in the second half.

Rising domestic interest rates relative to those in international markets and
expectations of a stronger domestic currency probably encouraged net financial
inflows into the economy during the first half of 2002. However, these factors were
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Net financial transactions not related to reserves
R billions

2001 2002

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

Change in liabilities
Direct investment ................. 58,4 1,7 4,8 2,1 -0,7 7,9
Portfolio investment ............. -24,1 4,4 15,7 -12,9 -1,8 5,4
Other investment ................. -10,2 14,1 -3,6 -3,9 -7,7 -1,1

Change in assets
Direct investment ................. 27,4 -1,2 5,3 2,3 -2,2 4,2
Portfolio investment ............. -43,6 -6,1 -1,6 -0,8 -1,2 -9,7
Other investment ................. -12,3 -0,5 -1,0 3,2 10,3 12,0

Total financial transactions* ....... 10,3 11,6 21,5 -0,2 0,6 33,5

* Including unrecorded transactions



outweighed in the second half of 2002 by the heightened aversion to risk-taking by
foreign investors when developments in international financial markets became quite
volatile. In addition, foreign investors were able to realise healthy profits, valued in
foreign currency, on their investments in South African assets following the
appreciation of the exchange value of the rand.

After an inflow of foreign direct investment capital in the first three quarters of 2002,
there was an outflow of R0,7 billion in the fourth quarter. The country’s foreign direct
investment liabilities rose in the fourth quarter of 2002 when a non-resident investor
increased its direct investment in a domestic car manufacturing company, but this
inflow was more than offset when dividends declared during the third quarter were
actually remitted in the fourth quarter.

Outward direct investment changed from inflows of R5,3 billion in the second
quarter and R2,3 billion in the third quarter to an outflow (i.e. an increase in foreign
direct investment assets) of R2,2 billion in the fourth quarter of 2002. South African
companies with foreign direct investment interests increased the amount of offshore
open account balances and also acquired a dominant interest in the equity capital
of certain foreign companies in the fourth quarter of 2002.

In the whole of 2002 there was a net inflow of direct investment capital of 
R12,1 billion. These inflows were mainly related to foreign investment in the equity
capital of South African companies. South African companies also reduced their
foreign direct investment assets during 2002, thereby contributing to the inward
movement of direct investment capital.

Non-resident portfolio investors who sold South African equity securities on a net
basis in the third quarter of 2002 continued to reduce their equity holdings in the
fourth quarter, albeit less aggressively. Also, the redemption of a domestic bond by
the national government contributed towards outflows of portfolio investment capital
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in the fourth quarter of 2002. These outflows were offset by inflows arising from non-
resident investors adding to their holdings of fixed-interest securities during the
fourth quarter of 2002; they were still net sellers of these types of securities in the
third quarter. Portfolio investment outflows consequently declined from R12,9 billion
in the third quarter of 2002 to R1,8 billion in the fourth quarter.

Portfolio investment abroad by South African investors, including individuals,
increased somewhat from R0,8 billion in the third quarter of 2002 to R1,2 billion in
the fourth quarter. The net outward movement of portfolio capital (i.e. outflows of
portfolio capital offset against inflows) amounted to R3,0 billion in the fourth quarter
compared with R13,7 billion in the third quarter. A net outflow of R4,3 billion was
recorded in 2002 as a whole.

Other foreign investment liabilities of South Africa, consisting mainly of loans, trade
finance and bank deposits, declined by R7,7 billion in the fourth quarter of 2002.
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The bulk of this outflow was in the form of repayments of short-term foreign loans
by domestic banks. Non-resident deposit holders also reduced their rand-
denominated deposits at domestic banks during the fourth quarter of 2002. Other
foreign investment assets declined by R10,3 billion in the fourth quarter of 2002.
South African companies reduced their short-term trade-related assets whereas
dividends declared during the third quarter of 2002 by a foreign-listed company
were actually paid to South African shareholders during the fourth quarter. These
inflows lifted the net inflow of other foreign investment capital (i.e. changes in
“other” foreign liabilities offset against changes in “other” foreign assets) to 
R10,9 billion in 2002.

In his 2003/04 Budget Speech the Minister of Finance reiterated the government’s
commitment to a gradual approach to exchange control liberalisation. The Minister
also announced significant changes to the exchange control regime. The
concessions announced by the Minister will have an effect on flows through both the
financial and current accounts of the balance of payments. Prominent among the
concessions were the following:

- Consistent with the government’s policy of moving towards prudential
regulations, institutional investors are allowed to invest, on approval, up to
existing foreign asset limits of 15 per cent of total assets for long-term insurers,
pension funds and fund managers, and 20 per cent for unit trust companies.

- With regard to corporates, their allowance of R500 million for the financing of new
approved investments outside of Africa was increased to R1 billion.

- Dividend repatriation from foreign subsidiaries will be eligible for an exchange
control credit, which will allow such funds to be re-exported for approved foreign
direct investment.

- Blocked rand accounts are to be released to emigrated individuals. Emigrants will
now receive an allowance of R750 000 per individual.

Various other concessions, having a greater impact on the services and current
account of the balance of payments than on the financial account, were also
announced. These include higher exchange control allowances for travel, study,
gifts, maintenance and alimony.

Amnesty was announced for individuals with funds held illegally offshore. Individuals
filing for exchange control amnesty will be subject to a 5 per cent charge on funds
repatriated, or a 10 per cent charge on any foreign assets remaining offshore.

Foreign reserves

Surpluses on both the current and the financial accounts of the balance of payments
caused an increase in South Africa’s net international reserves in the fourth quarter
of 2002. This increase amounted to R1,9 billion compared with a decline of 
R2,2 billion in the third quarter of 2002. For the whole of 2002 there was an increase
of R36,6 billion in the country’s net gold and other foreign exchange reserves,
occasioned mainly by strong capital inflows in the first half of the year.

Valued in US dollars, South Africa’s gross gold and other foreign exchange reserves
increased from US$14,5 billion at the end of September 2002 to US$15,4 billion at
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the end of December. Because of the stronger external value of the rand, total
international reserves valued in rand declined from R153,6 billion at the end of
September 2002 to R132,6 billion at the end of December. The level of import cover
consequently fell from 201⁄2 weeks’ worth of imports of goods and services at the end
of September 2002 to 171⁄2 weeks’ worth at the end of December.

The gross gold and other foreign exchange reserves of the Reserve Bank remained
unchanged at US$7,6 billion from the end of September 2002 to the end of
December, but increased somewhat to US$7,7 billion at the end of January 2003.
Revaluing these reserves in rand caused a decline in the Bank’s gross international
reserves from R80,1 billion at the end of September 2002 to R66,0 billion at the end
of December. In January 2003 the gross international reserves of the Bank rose
somewhat to R66,2 billion. The short-term credit facilities utilised by the Reserve Bank
declined from R26,3 billion at the end of September 2002 to R21,5 billion at the end
of December and R21,4 billion at the end of January 2003. The Bank’s non-borrowed
reserves accordingly fell from R53,8 billion at the end of September 2002 to 
R44,5 billion at the end of December but increased again to R44,8 billion at the end
of January 2003.

The Reserve Bank’s net open position in foreign currency declined further from
US$1,8 billion at the end of November 2002 to US$1,6 billion at the end of
December and to US$1,4 billion at the end of February 2003.

Exchange rates

The weighted exchange rate of the rand, which had declined by 34,4 per cent from
the end of December 2000 to the end of December 2001, bounced back by 
26,0 per cent from the end of December 2001 to the end of December 2002. This
strengthening of the external value of the rand coincided with surpluses on the current
and financial accounts of the balance of payments of the country. The improvement of
the external value of the rand occurred mainly in the fourth quarter of 2002 when, on
balance, the nominal effective exchange rate of the rand strengthened by 17,8 per
cent – the largest movement in any single quarter since the first quarter of 1986.
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Factors that probably supported the improvement in the country’s international
reserves and the strengthening of the external value of the rand during 2002 and
early 2003 were:
- sound macroeconomic policies by the South African monetary and fiscal

authorities;
- positive statements about South Africa’s credit outlook by international credit

rating agencies and the International Monetary Fund;
- the interest rate differential between South Africa and other economies which

had widened significantly during 2002 and invited capital flows into South Africa;
- a general reduction in risk aversion towards emerging-market asset classes;
- uncertainty about the health of the US economy and the associated weaker trend

in the value of the US dollar;
- an improvement in South Africa’s terms of trade;
- speculation against currency risk probably aided and abetted the strength of the

rand (e.g. importers might have been induced not to cover forward their expected
foreign exchange purchases and/or to sell back existing forward cover); and

- an improvement in perceptions regarding South Africa’s status as a safe haven
improved during 2002 following increased geopolitical tensions.

The external value of the rand weakened somewhat on a trade weighted basis
during January 2003 despite the announcement of the date for the privatisation of
the state-owned telecommunications company, Telkom. Heightened risk aversion
amongst international investors in anticipation of a possible war in Iraq and a
widespread decline in the value of financial asset prices caused non-resident
investors to reduce their holdings of domestic fixed-interest and equity securities
during January 2003. The weighted exchange rate of the rand declined by 1,0 per
cent from the end of December 2002 to the end of January 2003. However, this was
only a brief interlude and in February 2003 the rand strengthened again, taking the
overall increase of the nominal effective value of the rand to 7,1 per cent from the
end of December 2002 to the end of February 2003.

The net average daily turnover in the domestic market for foreign exchange, which
had declined to US$7,3 billion in the third quarter of 2002, rose to US$8,2 billion in
the fourth quarter of 2002 – its highest level since the fourth quarter of 2001. The
value of transactions in which non-residents participated, increased from 
US$4,4 billion per day to US$5,0 billion over the same period. Participation by
resident parties increased from US$2,9 billion per day in the third quarter of 2002 to
US$3,3 billion in the fourth quarter.
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Exchange rates of the rand
Percentage change 

31 Dec 2001 28 Mar 2002 28 Jun 2002 30 Sep 2002 31 Dec 2002
to to to to to

28 Mar 2002 28 Jun 2002 30 Sep 2002 31 Dec 2002 31 Jan 2003

Weighted average* ..... 6,9 1,4 -1,3 17,8 -1,0
Euro ........................... 7,3 -3,3 -0,9 14,7 -2,4
US dollar .................... 6,0 9,9 -1,8 22,1 0,9
British pound.............. 7,8 2,3 -3,8 18,8 -2,0
Japanese yen............. 7,0 -1,2 0,2 19,0 1,2

* The weighted exchange-rate index is calculated with reference to a basket of 14 currencies until
the end of 2002 and a basket of 13 currencies in the ensuing period



Adjusted for the inflation differential between South Africa and its most important
trading partners, the average monthly real effective exchange rate of the rand
increased by 5,7 per cent from December 2001 to September 2002. However, the
average real effective exchange rate of the rand was still 22,1 per cent lower in the
first nine months of 2002 than in the corresponding period in 2001.
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Monetary developments, interest rates and financial markets

Money supply

The rapid growth in the monetary aggregates in the first quarter of 2002 lost some
momentum in the second quarter and decelerated considerably in the second half
of the year. The seasonally adjusted and annualised quarter-to-quarter growth in the
broadly defined money supply, M3, slowed down from 32,1 per cent in the first
quarter of 2002 to 18,2 per cent in the second quarter, 8,9 per cent in the third
quarter and 7,1 per cent in the fourth quarter. This slowdown was also evident in the
growth over twelve months in M3 which decreased from 20,6 per cent in May 2002
to 12,8 per cent in December and 9,9 per cent in January 2003.

While M1 and M2 displayed a broadly similar growth pattern to that of M3 during the
year, rapid quarter-to-quarter growth in the narrowest monetary aggregate (M1A)
was noticeable throughout the first three quarters of 2002. M1A (consisting of notes
and coin in circulation plus cheque and transmission deposits of the domestic
private sector with monetary institutions) increased at a rate of 14,4 per cent in the
first quarter of 2002, 16,2 per cent in the second quarter, and 22,5 per cent in the
third quarter but declined at an annualised rate of 2,1 per cent in the fourth quarter.
Most of these deposits earn little or no interest and they are primarily held for
transaction purposes rather than as an investment vehicle. During the first three
quarters of 2002 the demand for M1A money might have been influenced by rapidly
rising nominal income and expenditure. By the fourth quarter of 2002 the growth in
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household consumption expenditure eased somewhat, slowing the growth in the
demand for money for transaction purposes. At the same time, the attractiveness of
higher interest-bearing but less liquid deposits increased. This might have
contributed to the decline in the demand for M1A in the fourth quarter of 2002.

From early 2002 it was not only rising nominal expenditure and income that
strengthened the demand for M3 money balances, but also heightened stock
market uncertainty and concerns that the global economic weakness might spill
over to South Africa. Around May, June and July 2002, exporters started to
repatriate export earnings more rapidly than before, further adding to the demand
for money balances. There was a recurrence of this in the fourth quarter of 2002.

Rising short-term interest rates, offering increasingly attractive yields on deposit-type
investments, also contributed to the monetary expansion during 2002. In the fourth
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Period M1A M1 M2 M3

2001: 1st qr .................................. 9,5 18,8 21,0 19,5
2nd qr ................................. 7,9 18,7 11,3 16,4
3rd qr.................................. 27,3 10,5 9,8 16,8
4th qr .................................. 27,0 8,2 9,0 9,0

2002: 1st qr .................................. 14,4 54,2 40,2 32,1
2nd qr ................................. 16,2 21,8 15,3 18,2
3rd qr.................................. 22,5 -1,0 0,2 8,9
4th qr .................................. -2,1 0,3 11,2 7,1



quarter of 2002 and the early months of 2003 expectations were rife that inflation
had peaked and that real returns on deposits would continue to improve
accordingly. This belief was strengthened when the exchange value of the rand
appreciated beyond what was generally expected previously.

Growth in the broad monetary aggregates during 2002 was concentrated in the
bank deposits of the private corporate sector. The corporate sector contributed 
60 per cent of the total increase in M3 whereas the household sector contributed 
40 per cent. Bank deposits by non-financial companies increased strongly but those
of financial companies showed limited growth during 2002.

The quarter-to-quarter annualised growth in M3 exceeded the growth in nominal
gross domestic product in the first two quarters of 2002. These relatively high
growth rates were reversed in the remaining two quarters of 2002 when the growth
in nominal gross domestic product exceeded growth in M3 by 0,2 percentage point
in the third quarter and by 9,5 percentage points in the fourth quarter. The income
velocity of circulation of M3 accordingly increased from 1,71 in the third quarter of
2002 to 1,75 in the fourth quarter.

The M3 money supply increased by R76,0 billion from the end of 2001 to the end
of 2002. In a statistical or accounting sense the change in M3 in 2002 was explained
by increases of R76,7 billion in net foreign assets, R24,3 billion in net claims on the
government sector and R31,9 billion in claims on the private sector. These were
partly offset by a contraction of R56,9 billion in “net other assets and liabilities” of the
monetary sector. The indication towards the end of the year by the bank supervisory
authority that all private-sector banks must report the full extent of their assets and
liabilities arising from repurchase agreements on their balance sheets, made a
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significant contribution to the sharp decline in the banks’ net other assets and
liabilities in the final two months of 2002. Some 64 per cent of the total decline of
R56,9 billion in net other assets and liabilities of the monetary sector during 2002
occurred in November and December.

Credit extension

Growth in total domestic credit extension varied considerably during 2002.
Measured from quarter to quarter and annualised, growth in total domestic bank
credit extension (i.e. credit extended by monetary institutions to the domestic
private sector and net claims of banks on the government sector) decelerated
from 20,6 per cent in the first quarter of 2002 to a nine-year low of 0,2 per cent
in the second quarter. Annualised credit growth was still quite low at 5,7 per
cent in the third quarter of 2002, but bounced back to 21,3 per cent in the
fourth quarter.
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Net foreign assets................................................................................ 76,7
Net claims on government sector........................................................ 24,3

Gross claims.................................................................................. 17,4
Government deposits (increase-, decrease+) ................................ 6,9

Claims on the private sector ................................................................ 31,9
Net other assets and liabilities ............................................................. -56,9
Total change in M3 .................................................................................. 76,0



The rapid acceleration in overall credit growth in the fourth quarter of 2002 was
mainly caused by a steep increase in banks’ net claims on the government sector.
This increase in banks’ net holdings of government securities was not a reflection of
any rise in the funding needs of the government sector, but was essentially related
to the bank regulatory authority reiterating that assets and liabilities arising from
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repurchase transactions must be reported on the balance sheet by all the banks. 
A sizeable portion of repurchase transactions involves government securities, i.e.
claims on the government sector.

Measured over periods of twelve months, the growth in total bank credit extension
slowed down from 13,5 per cent in January 2002 to 9,6 per cent in June. In the
second half of the year total credit growth at first accelerated to 13,0 per cent in
November 2002, but later fell back to 8,1 per cent in December when the high value
of December 2001 entered the base for year-on-year growth calculations. Growth in
total credit extension accelerated further to 15,4 per cent in January 2003.

The rising cost of credit during 2002 contributed to a slowdown in the quarter-to-
quarter growth in credit extension to the private sector from 19,8 per cent in the first
quarter of 2002 to just 1,8 per cent in the second quarter. Later, private-sector credit
growth rose to still modest rates of 4,1 per cent in the third quarter of 2002 and 
6,9 per cent in the fourth quarter. Growth over twelve months decelerated
continuously from a recent peak of 15,6 per cent in January 2002 to 8,7 per cent in
October but then picked up to 9,2 per cent in November before declining sharply to
only 4,7 per cent in December.

The exceptionally low growth in December 2002 was mainly due to the high base
value in 2001 which influenced year-on-year growth calculations one year later.
Delays in the repatriation of export proceeds in December 2001 and January 2002
and advance payments for imports fuelled the demand for credit by the private
sector and raised the base value for year-on-year growth calculations towards the
end of 2002 and the beginning of 2003. These leads and lags in foreign payments
and receipts were reversed in the second half of 2002, thereby contributing in itself
to the slowdown in the growth in credit demand. Furthermore, the rising cost of
credit probably braked the growth of aggregate nominal spending and the
associated growth in the demand for credit. In January 2003, private-sector credit
bounced back to a double-digit figure of 12,7 per cent. This can be ascribed to
technical factors – notably the reporting of derivatives.

An analysis of banks’ claims on the private sector by type of credit shows that the
growth over twelve months in mortgage advances averaged 11,9 per cent in 2002
compared with an average of 14,9 per cent in 2001. The twelve-month growth rate
fluctuated in a narrow range of between 11,0 per cent and 12,8 per cent from
January 2002 to November. It broke out of that range to 10,4 per cent in December
2002 and grew at 10,2 per cent in January 2003. Although the percentage growth
in this credit category generally slowed down during 2002, the absolute increase
over the year was still considerable, amounting to R26,9 billion compared with the
all-time high of R32,9 billion recorded in 2001. This firm growth in mortgage
financing reflects the buoyant trading conditions in the real-estate market over the
past two years.

The growth over twelve months in instalment sale credit accelerated from 12,3 per
cent in February 2002 to a five-year high of 18,1 per cent in December, reflecting
reasonably strong consumer demand. New motor vehicle finance contributed 
28 per cent and used motor vehicle finance 30 per cent to the increase in instalment
sale credit in the fourth quarter of 2002. As the number of vehicles sold declined in
recent times, the higher demand for financing of motor vehicle purchases could
probably be related more to increases in motor vehicle prices. The contribution of
industrial, commercial and office equipment to the overall increase in instalment sale
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credit in the fourth quarter of 2002 amounted to 21,2 per cent. Growth over twelve
months in leasing finance declined from 24,8 per cent in February 2002 to 5,7 per
cent in September and 4,2 per cent in December. New business payouts of
instalment sale credit and leasing finance declined from a record high of R18,5 billion
in the third quarter of 2002 to R17,9 billion in the fourth quarter.

The rate of increase over twelve months in other loans and advances slowed down
from 12,6 per cent in January 2002 to 6,8 per cent in September and just 3,4 per
cent in December. The changing direction of leads and lags in foreign payments and
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Credit extended to private sector by type of credit
Percentage change over twelve months

Period Instalment Leasing Investments Mortgage Other loans
sale credit finance and bills advances and Total

discounted advances

2002: Jan................ 14,5 24,5 55,0 12,1 12,6 15,6
Feb ............... 12,3 24,8 36,8 12,5 10,4 13,7
Mar ............... 13,0 22,8 28,3 11,8 12,3 13,6
Apr................ 12,5 23,3 32,4 11,7 11,8 13,5
May............... 15,8 21,4 26,3 12,1 10,0 12,9
Jun................ 14,9 20,3 10,2 12,7 10,7 12,3
Jul ................. 15,5 12,3 7,3 12,8 8,0 10,9
Aug ............... 16,7 9,3 17,5 12,6 6,5 10,7
Sep ............... 16,4 5,7 8,2 11,7 6,8 9,7
Oct................ 17,3 5,1 1,9 11,0 5,8 8,7
Nov ............... 17,7 9,7 -1,5 11,2 6,7 9,2
Dec ............... 18,1 4,2 -28,5 10,4 3,4 4,7

2003: Jan................ 18,2 4,7 55,7 10,2 5,8 12,7
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receipts over the past year clearly left its mark on the growth pattern of credit
classified as “other loans and advances”.

The major part of the absolute increase of R9 billion in credit extended to the
household sector in the fourth quarter of 2002 was associated with an increase in
mortgage advances and instalment sale credit. Other loans and advances dominated
the increase of R5 billion in credit extended to the corporate sector in the fourth quarter
of 2002.

Reviewing the year 2002 as a whole, the household sector accounted for the bulk
of the increase in credit extended to the private sector. The absolute increase, from
the end of 2001 to the end of 2002, in overall credit extension to the private sector
amounted to R31,9 billion of which the larger share of R18,3 billion was absorbed
by credit to households. Credit extended to the corporate sector increased by 
R13,6 billion.

Interest rates and yields

The prices of fixed-interest securities broadly traced the changes in the exchange
rate of the rand since November 2001. The steep fall in the exchange value of the
rand in December 2001 caused yields in the market for fixed-interest securities to
rise sharply up to March 2002. The mood in the market then turned positive when
the exchange value of the rand began to show clear signs of strengthening.

Since late March 2002, the yield on long-term fixed-interest securities generally
declined almost in tandem with the appreciation of the exchange value of the rand.
This downward movement of yields was further assisted by the absence of the
public sector as a net borrower in the domestic capital market.
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The monthly average yield on long-term government bonds in the eleven-to-thirteen
years maturity range declined from 12,6 per cent in March 2002 to 9,9 per cent in
February 2003 – below the level where they were in November 2001 when the rand
fell dramatically. In fact, long-bond yields in February 2003 were at their lowest since
1980. Bearish sentiment interrupted the bond market rally in September and
October 2002 but this turned out to be just a temporary occurrence.
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The daily average yield on R153 government bonds (with redemption dates ranging
from 2009 to 2011) declined from 13,28 per cent on 28 March 2002 to 11,17 per cent
on 26 July and from 11,96 per cent on 7 October 2002 to 10,22 per cent on 
28 February 2003. Both these rallies coincided with bouts of strong rand appreciation.

Persistently high inflationary pressures motivated the Reserve Bank to tighten
monetary policy during 2002. The repurchase rate of the Bank was increased on
four occasions in 2002, each time by 100 basis points. The latest adjustment was
on 13 September 2002 when the repurchase rate was raised to 13,50 per cent.

Other short-term interest rates anchored themselves to the repurchase rate. Yields
on short-dated bonds accordingly rose by 327 basis points from 28 November
2001 to 27 March 2002. By the end of February 2003 the yield on short-dated
bonds was 313 basis points higher than on 28 November 2001. As described
above, yields on long-dated bonds fell, on balance, by 344 basis points from 
27 March 2002 to the end of February 2003.

These divergent movements of long-bond yields and short-bond yields were
reflected in quite a drastic change in the slope of the yield curve. During April 2002
the slope of the yield curve changed from upwards to downwards and persisted with
this inverted shape throughout the rest of 2002 and into the early months of 2003.
Market participants interpret this downward sloping yield curve as an indication of
relatively tight monetary policy with the prospect that inflation will be enduringly
reduced in the long term. Market commentators also agree that the limited demand
for loanable funds by the public sector contributed to the decline in long-bond yields,
thus playing a prominent role in the inversion of the slope of the yield curve. The
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inverse yield gap, i.e. the difference between bond yields at the extreme long and
short ends of the curve, amounted to 236 basis points on 28 February 2003.

The real yield on government’s R189 inflation-linked bond decreased from 4,4 per
cent in March 2002 to 3,7 per cent in September but increased to 4,0 per cent in
February 2003 in response to a general scaling down of inflation expectations.
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Expected long-term inflation is approximated by the break-even inflation rate, which
is calculated as the difference between the nominal yield on conventional government
bonds and the real yield on inflation-linked bonds in the six-to-ten-year maturity
range. Expected longer-term inflation derived in this way decreased, on balance, from
a monthly average of 8,0 per cent in April 2002 to 6,1 per cent in February 2003.

Long-bond yields below the contemporaneous inflation rate were last seen in South
Africa in January 1994, but they reappeared in 2002 when inflation picked up
strongly. Using historical year-on-year increases in CPIX, the real or inflation-
adjusted yield on long-term government bonds declined to a negative value in
September 2002. The real yield fell from 4,8 per cent in December 2001 to just 
0,2 per cent in August 2002 and to a negative value of 1,7 per cent in December.
With the subsequent slight deceleration of CPIX inflation the real rate of return on
long-term government bonds improved slightly but was still negative to the value of
1,4 per cent in January 2003.

The sovereign risk premium on South African government bonds listed on the North
American capital market shrank by 52 basis points from November 2001 to
February 2003, whereas the yield spread of emerging markets’ sovereign debt over
United States Treasury Bonds decreased by 362 basis points. However, in absolute
terms, the yield spread on South African government bonds is considerably less
than that of emerging-market debt. In February 2003, Moody’s, the international
credit rating agency, revised their assessment of South Africa from a stable to a
positive outlook. This brought the number of rating agency upgrades in the fifteen
months to February 2003 to four.

The South African Overnight Interbank Average (SAONIA) rate moved higher during
2002 as money-market conditions tightened somewhat. The SAONIA rate rose from
8,44 per cent on 10 January 2002 and briefly breached 12 per cent on 28 June when
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some private-sector banks had to access the accommodation facilities of the
Reserve Bank through the final clearing mechanism. In the ensuing months the
SAONIA rate moved even higher and reached 12,45 per cent on 30 September. In
the fourth quarter of 2002, the SAONIA rate firmed even further to within a narrow
range of between 12,48 per cent and 12,78 per cent, essentially emulating the steady
behaviour of the Reserve Bank’s repurchase rate. In early 2003 this rate moved
slightly lower and reached 12,67 per cent on 12 March 2003.

Other money-market interest rates increased considerably in the first nine months of
2002. Broadly mirroring the increase in the repurchase rate, the rate on three-month
bankers’ acceptances increased by 365 basis points from a low of 9,50 per cent on
15 January 2002 to 13,15 per cent on 23 October. In similar fashion, the tender rate
on 91-day Treasury bills increased from 9,27 per cent on 17 January 2002 and
peaked at 12,78 per cent on 10 October.

Likewise, the rate on 9x12-month forward rate agreements (FRAs) rose, on balance,
from a low point of 9,85 per cent on 8 January 2002 to a peak of 13,19 per cent on
3 October 2002. There were interruptions in the upward movement of forward rates
as sentiment in the market occasionally turned bullish. The longest rally of the 
9x12-month FRA rate lasted ninety-nine days and reduced the rate by 138 basis
points from 12,95 per cent on 2 April 2002 to 11,57 per cent on 29 July.

October appeared to mark a turning point in the money-market rates as fears of
higher inflation began to dissipate and the exchange value of the rand strengthened.
The rate on three-month bankers’ acceptances declined from 13,15 per cent on 
23 October 2002 to 13,03 per cent on 8 November and remained at around this
level in the ensuing period to 10 February 2003. The tender rate on 91-day Treasury
bills moved lower from 12,78 per cent on 10 October 2002 and briefly fell below the
12 per cent mark in mid-November. During the second half of November the tender
rate resumed its upward movement, rising from 12,28 per cent at the end of that
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month to 12,74 per cent on 14 February 2003. The weekly amount of 91-day
Treasury bills offered on tender was increased by R500 million to R1,5 billion from
31 January 2003, contributing to upward pressure on this rate.

Similarly, the rate on 9x12-month FRAs declined, on balance, to a low of 10,64 per
cent on 9 January 2003. This rate moved higher to 11,23 per cent on 27 January 2003
after the Governor of the Reserve Bank cautioned against premature speculation of an
imminent reduction in the repurchase rate and geopolitical tensions heightened risks
in financial markets around the world. In February this rate declined, on balance, to
10,96 per cent at the end of the month.

The prime overdraft rates and the predominant rate on mortgage loans of the
private-sector banks closely followed the changes in the Reserve Bank’s repurchase
rate during 2002. When monetary conditions tightened in the first nine months of
2002, these rates increased from 13 per cent in early January 2002 to 17 per cent
in September – their highest levels since July 1999.

Money market

The average daily liquidity requirement of the private-sector banks varied between
R12,2 billion in January 2002 and R10,5 billion in November. In January 2003 the
liquidity needs of the private-sector banks declined to R10,6 billion from R11,1 billion
in December 2002, but increased again to R10,9 billion in February 2003.

The Reserve Bank maintained the daily liquidity requirement of the private-sector
banks at a fairly steady level throughout the year by actively implementing various
intervention techniques. These measures included foreign-currency swap trans-
actions with private-sector parties. The outstanding amount of these transactions
rose from R41,1 billion at the end of January 2002 to R54,8 billion at the end of
August. Three major events, which added substantial amounts of liquidity to the
money market, necessitated measures to mop up excessive liquidity. These were:
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- the transfer of liability of a foreign loan of US$1,5 billion from the Reserve Bank to
the national government in January 2002 (this transaction swelled liquidity in the
money market when the Tax and Loan Accounts of the national government with
the private-sector banks were credited with an amount of R17,5 billion);

- the proceeds of a foreign loan to the value of US$1 billion which added 
R10,7 billion to money-market liquidity in April 2002; and

- the assistance provided to a few banks which experienced large withdrawals of
deposits.

The liquidity effects of both these transactions were offset by the increase in the
outstanding amount of foreign-currency swap transactions. During the second half of
2002, the Reserve Bank reduced the outstanding amount of foreign-currency swap
transactions with private-sector parties from R54,8 billion at the end of August 2002
to R45,3 billion at the end of December and R44,7 billion at the end of January 2003.
The potential liquidity effects of these reductions were counteracted through their
synchronisation with liquidity-draining measures such as:
- an increase in the amount of notes and coin in circulation outside the Reserve Bank;
- the partial repayment of lender-of-last-resort assistance that had been granted

by the Reserve Bank to private-sector banks in the early months of 2002;
- the further phasing out of that portion of banks’ vault cash holdings that qualifies

as a deduction when calculating their required reserve deposits with the Reserve
Bank;

- an increase in the amount of outstanding reverse repurchase transactions in
government securities between the Reserve Bank and private-sector banks; and

- an increase in the outstanding amount of Reserve Bank debentures.
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The Reserve Bank increased the outstanding amount of its own debentures from
R2,1 billion at the end of January 2002 to R7,7 billion at the end of December.
Debentures with a maturity of three months were introduced in August and gradually
increased to R3,0 billion by December 2002, reducing the amount of one-month
debentures to R4,7 billion. Outstanding debentures amounted to R7,6 billion at the
end of January 2003, divided between R3,9 billion with a one-month maturity and
R3,7 billion with a maturity of three months.

The Reserve Bank also allowed the amount of reverse repurchase transactions in
government securities to increase, on balance, from R5,8 billion in January 2002 to
R8,6 billion in November. This was reduced to R7,6 billion at the end of December
2002 as the strong demand for notes and coin drained an additional amount of 
R2,2 billion in liquidity from the money market during that month. At the height of the
festive season on 24 December 2002 notes and coin in circulation outside the
Reserve Bank amounted to R42,1 billion or some R4,1 billion more than its
corresponding peak in 2001.

When notes and coin began to flow back to the Reserve Bank, the reverse
repurchase transactions were increased to R10,5 billion at the end of January 2003.
Out of that total, R6,4 billion worth of reverse repurchase transactions had a maturity
of 28 days and R4,1 billion had a maturity of 91 days. The longer maturity had been
introduced in June 2002.

The amount of vault cash that qualifies as a deduction when calculating banks’
required cash reserve deposits with the Reverse Bank was reduced further from 
75 to 50 per cent in September 2002. This drained about R1,7 billion from the
money market, bringing the cumulative money-market effect of the new vault cash
dispensation to some R3,5 billion since September 2001.

Following the improvement in the exchange rate of the rand in the last quarter of
2002, a profit of R290 million was realised on forward foreign exchange
transactions in December 2002, breaking a series of 32 months of uninterrupted
losses. This profit also helped to drain some liquidity from the money market
during December 2002.

In February 2003 the Reserve Bank abolished the use of Cash Reserve Contra
Accounts when recording banks’ withdrawals against cash reserves and
depositing of additional amounts. The averaging principle is now applied directly to
the balances on the Cash Reserve Accounts. In essence, banks still have to
comply with the statutory cash reserve requirements on an average basis over
each maintenance period. 

Bond market

Public-sector borrowers repaid fixed-interest securities to the net amount of 
R5,6 billion in the first nine months of fiscal 2002/03, compared with capital raised
to a net value of R9,9 billion in the same period of the previous fiscal year. On a
quarterly basis, a net amount of R0,6 billion was mobilised in the second quarter of
2002, followed by R6,4 billion in the third quarter. The latter amount included a 
R7 billion zero-coupon bond issued by the national government to the Reserve
Bank. Public-sector borrowers later repaid fixed-interest securities to the net
amount of R12,6 billion in the fourth quarter of 2002. Net redemptions amounted to
R1,8 billion in January 2003.
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In contrast to the public sector’s reduced demand for loanable funds in the domestic
primary bond market, demand for private-sector funding in the primary corporate
bond market intensified. The outstanding nominal value of private-sector loan stock
listed on the Bond Exchange of South Africa increased, on balance, from R21,9 billion
in December 2001 to R39,2 billion in December 2002, i.e. by some 79 per cent.
Overall the domestic pool of public and private-sector bonds increased by R1,7 billion
in fiscal 2001/02 and by R8,9 billion in the first nine months of fiscal 2002/03.

The national government raised R10,7 billion through foreign-currency denominated
debt issues in the international bond markets so far in the current fiscal year,
compared with R12,4 billion in the whole of fiscal 2001/02. The public utility
company, Eskom, raised R2 billion in October 2002 by issuing a three-year
eurobond to replace a maturing bond.

In 2002, the scheduled redemptions of rand-denominated bonds issued by non-
residents in the European bond markets exceeded new issues by some R1,3 billion.
Sentiment among potential borrowers towards rand-denominated bonds in the
eurobond market apparently deteriorated in the course of 2002 and new issues
declined from R3,6 billion in the first half of the year to only R0,6 billion in the second
half. The strengthening of the exchange rate of the rand presumably discouraged
unhedged issues. Net issues by non-residents amounted to just R0,2 billion in
January 2003.

Despite heightened volatility in bond yields, trading activity on the Bond Exchange
of South Africa declined by almost 2 per cent from a record R12,4 trillion in 2001 to
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R12,2 trillion in 2002. The quarterly value of bonds traded in the domestic secondary
bond market declined to R2,6 trillion in the fourth quarter of 2002 – the lowest
quarterly turnover since the fourth quarter of 2000. In January 2003 turnover on the
Bond Exchange of South Africa amounted to R0,9 trillion.

There was quite a noticeable ebb and flow in non-resident investor sentiment
during 2002. Net outright purchases of bonds by non-resident investors of
R6,3 billion in the first half of 2002 turned into net outright sales of R8,6 billion
in the second half. In the first two months of 2003, sentiment remained weak
and non-resident holdings of South African debt securities decreased by a
further R3,5 billion up to the end of February. All along, offshore investor
sentiment vacillated between episodes of net bond purchases and net bond
sales depending to a large extent on the relative strength or weakness of the
exchange rate of the rand.

Share market

The total value of equity capital raised in the domestic and international primary share
market by companies listed on the JSE Securities Exchange SA amounted to 
R59,9 billion in 2002 – 154 per cent more than the R23,6 billion raised in 2001. The
quarterly value of capital raised, however, decreased from a high R28,1 billion in the
third quarter of 2002 to R10,9 billion in the fourth quarter. Equity financing amounted
to R1 billion in January 2003.

Trading activity in the secondary share market was buoyant in 2002, boosted by the
heightened volatility of share prices. The value of shares traded on the JSE Securities
Exchange SA rose by 33 per cent from R606 billion in 2001 to a record amount of
R808 billion in 2002. However, the quarterly value of shares traded fell back from a
record of R236 billion in the second quarter of 2002 to R178 billion in the fourth
quarter. This could be attributed to a sharp decline in the value of shares traded since
May 2002 and the 19 per cent decline in the number of shares traded from the second
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to the fourth quarter of 2002. Subsequently, turnover increased from a monthly
average of R59,3 billion in the fourth quarter of 2002 to R61,8 billion in January 2003.

In the secondary share market a net inflow of foreign portfolio capital to the value of
R29,8 billion in 2001 switched to a net outflow of R5,6 billion in 2002 – the first such
outflow since 1992. In the first half of 2002 non-resident investors were still net
purchasers of shares to the value of R5,4 billion, but they reduced their holdings of
listed shares on a net basis by R8,8 billion in the third quarter and R2,2 billion in the
fourth quarter. Among the developments that contributed to this change were:
- widespread disappointment with the contents of the unofficially leaked draft

empowerment charter for the mining industry;
- the reduced attractiveness of rand-hedge shares following the improvement in the

exchange value of the rand; and
- the general erosion of confidence in equities worldwide due to, inter alia, revelations

of corporate malfeasance at a number of prominent American corporations.

From the beginning of 2003 to the end of February, non-residents sold shares on a
net basis in the domestic market to the value of R2,1 billion.

The popularity of rand-hedge shares, such as those of mining companies and other
companies with substantial exposure to foreign earnings, waxed and waned quite
considerably since November 2001. The monthly average price level of companies
listed in the resources sector increased, at first, by 50 per cent from November 2001
to March 2002, but subsequently fell by 28 per cent to February 2003.

The fragile global economic recovery and the threat of war in Iraq underpinned a rise
in the dollar price of gold to a daily average of $385 per fine ounce on 5 February 2003
– its highest level since October 1996. Despite this gold price increase, the monthly
average gold-mining share price index fell by 22 per cent from May 2002 to February
2003. The steadily improving exchange rate of the rand effectively dampened the profit
prospects for the gold-mining industry, just as it did for most other companies in the
resources sector of the market.
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The daily closing level of the all-share price index fell by 29 per cent from a record
high on 22 May 2002 to its lowest level in sixteen months on 26 February 2003. On
balance, the daily closing level of the all-share price index declined by 11 per cent
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from the end of 2001 to the end of 2002. By contrast, the daily closing level of the
price index for middle-sized companies (mid-cap index) increased by 18 per cent in
the year to 31 December 2002. The earnings of these companies predominantly
originate in South Africa.

Share price movements were mirrored by changes in the dividend and earnings
yields. The dividend yield on all classes of shares increased from 3 per cent in the
April-June 2002 quarter to 4 per cent in February 2003. The earnings yield on all
classes of shares similarly increased from 8,3 per cent in May 2002 to 12 per cent
in February 2003. The price-earnings ratio of all classes of shares fell from 12 in May
2002 to 8 in February 2003 – its lowest level since 1990.

Market for derivatives

Trading activity in the formal derivatives market fell back in the fourth quarter of 2002
when the number of shares traded on the JSE Securities Exchange SA levelled off
and the all-share price index fluctuated within a narrow range.

The combined number of futures and options on futures contracts traded on the
Financial Derivatives Division of the JSE Securities Exchange SA declined by 
18 per cent from 35,6 million in 2001 to 29,4 million in 2002. The quarterly number
of these contracts traded fell back from 8,2 million in the third quarter of 2002 to
6,9 million in the fourth quarter. Trading of index derivatives declined by 21 per
cent and of individual equity derivatives by 8 per cent over the same period. The
number of these contracts traded decreased further from a monthly average of
2,3 million contracts in the fourth quarter of 2002 to 1,6 million contracts in
January 2003.

The number of warrants traded on the JSE Securities Exchange SA decreased by
23 per cent from 25,6 billion in 2001 to 19,6 billion in 2002. Trading decreased from
a quarterly average of 5,5 billion warrants in the first three quarters of 2002 to 
3,2 billion in the fourth quarter of 2002 and further from a monthly average of about
1,1 billion in the fourth quarter of 2002 to 0,9 billion contracts in January 2003.

Price movements of agricultural products caused by changes in the exchange
value of the rand, together with supply and demand imbalances, fuelled trading in
commodity derivative instruments on the Agricultural Products Division of the
market. Trading in the number of commodity futures contracts and options on such
contracts increased almost twofold from 1 million contracts in 2001 to nearly 
2 million contracts in 2002. The quarterly number of these contracts traded
recorded an all-time high of 0,6 million in the fourth quarter of 2002. Trading
subsequently levelled off at a monthly average of about 0,2 million contracts in the
fourth quarter of 2002 and in January 2003.

Real-estate market

Trading activity in the real-estate market remained buoyant in 2002 despite the
increase in the cost of mortgage finance in the first nine months of the year. Overall,
the seasonally adjusted turnover in the real-estate market, measured by transfer duty
paid, rose by almost 21 per cent in 2002 compared with a year-on-year increase of
19 per cent in 2001. On a quarterly basis trading activity declined by almost 3 per
cent from the first to the second quarter and 4 per cent from the second to the third
quarter before increasing by almost 10 per cent in the fourth quarter.
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In contrast to the rapid growth in trading volumes, gains in residential property prices
slowed down in 2002. The rate of increase in nominal house prices, as measured
by Absa Bank, slowed from a month-to-month rate of 1,5 per cent in July 2002 to
0,7 per cent in January 2003. Less dramatically, the rate of increase over twelve
months slowed down from a high of 14,8 per cent in July 2002 to 13,6 per cent in
January 2003.
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Public finance

Non-financial public-sector borrowing requirement

The activities of the non-financial public sector (i.e. the consolidated central
government, provincial governments, local governments and non-financial public-
sector business enterprises) resulted in a financial surplus of R9,0 billion in the
October-December quarter of 2002 – R0,6 billion more than the surplus recorded in
the corresponding quarter of 2001. This surplus partly offsets the deficits recorded
in the earlier quarters of the fiscal year, resulting in a non-financial public-sector
deficit of R7,0 billion in the first nine months of fiscal 2002/03. The outcome in the
first nine months of fiscal 2002/03 can be compared with a surplus of R4,3 billion in
the corresponding period of the previous fiscal year.

As a ratio of gross domestic product, the non-financial public-sector deficit
amounted to 0,8 per cent in the first nine months of fiscal 2002/03 compared with
a surplus of 0,6 per cent in the corresponding period of the previous fiscal year.
These ratios may be compared with an average deficit ratio of 2,1 per cent in the
first nine months of the preceding five fiscal years.

The borrowing requirement of the public sector can partly be attributed to a turnaround
in the surplus financial position of provincial governments and an increase in the
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borrowing requirement of local governments. The inclusion of a capital transfer of 
R7 billion from national government to the Reserve Bank as part payment of the
outstanding balance on the Gold and Foreign Exchange Contingency Reserve
Account also contributed to the increased borrowing requirement of the public sector.
The surpluses of non-financial public enterprises decreased from R2,8 billion in the first
nine months of fiscal 2001/02 to R1,5 billion in the same period of the current fiscal
year, essentially because of higher capital expenditure.

The activities of general government (i.e. public-sector entities other than non-
financial public enterprises) in the October-December quarter of 2002 resulted in a
financial surplus of R8,0 billion, bringing the general-government borrowing
requirement to R8,5 billion in the first nine months of fiscal 2002/03 compared with
a surplus of R1,5 billion recorded in the first nine months of the previous fiscal year.

An analysis of the Statement of revenue, expenditure and borrowing of the provincial
governments indicated a collective financial deficit of R2,1 billion in the first nine
months of fiscal 2002/03 compared with a surplus of R5,9 billion in the first nine
months of fiscal 2001/02. The equitable share of national government revenue
transferred to provincial governments amounted to R88,8 billion in the first nine
months of fiscal 2002/03, reflecting a year-on-year increase of 11,1 per cent.
Conditional grants, earmarked for specific purposes, amounting to R9,7 billion were
transferred to provincial governments in the first nine months of fiscal 2002/03,
representing a decrease of 9,0 per cent compared with the same period of the
previous year. By contrast, provincial government expenditure increased by 19,4 per
cent in the first nine months of fiscal 2002/03, outstripping by a sizeable margin the
growth in provincial government revenue.
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The financial activities of provincial governments resulted in a decrease in their
deposits with private banks from R9,6 billion at the end of March 2002 to R6,4 billion
at the end of December 2002. Over the same period the provincial governments’
bank indebtedness fell from R0,5 billion to R0,3 billion.

Preliminary data on the financial position of local governments indicate an increase
in their borrowing requirement. The estimated deficit of local governments amounted
to R3,4 billion in the first nine months of fiscal 2002/03, compared with a deficit of
R2,7 billion recorded in the same period of the previous fiscal year.

National government finance

National government expenditure in the first nine months of fiscal 2002/03
amounted to R206,9 billion. This represents a year-on-year rate of increase in
government expenditure of 11,5 per cent in the first nine months of fiscal 2002/03,
which is moderately higher than the originally budgeted increase of 9,6 per cent for
the fiscal year as a whole. This rate of increase was also higher than the increase of
11,1 per cent projected in the Adjustments Budget. The revised projections indicate
that total expenditure will amount to R291,8 billion for the full 2002/03 fiscal year.

As a ratio of gross domestic product, national government expenditure in the first nine
months of fiscal 2002/03 amounted to 24,6 per cent, which was about the same as
the 24,8 per cent recorded in the corresponding period of the preceding fiscal year.

The redemption of domestic government bonds, together with the containment of
the deficit, has led to a reduction in the interest paid on government debt from 
R28,4 billion in the first nine months of fiscal 2001/02 to R27,9 billion in the first nine
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months of fiscal 2002/03. Spending on capital projects amounted to R12,3 billion in
the first three quarters of fiscal 2002/03, representing approximately 66 per cent of
the budgeted amount of R18,7 billion.

After allowing for cash-flow adjustments (i.e. transactions recorded in government
ledgers but not yet cleared by the banking system, and late departmental requests
for funds), government’s cash expenditure in the first nine months of fiscal 2002/03
amounted to R206,2 billion, representing a year-on-year rate of increase of 
10,7 per cent.

National government revenue in the first nine months of fiscal 2002/03 amounted to
R208,7 billion, equalling 78,7 per cent of the originally budgeted revenue of 
R265,2 billion for the fiscal year as a whole. Revenue increased at a year-on-year rate
of 15,2 per cent in the first nine months of fiscal 2002/03, exceeding by far the
originally budgeted increase of 6,9 per cent for the full fiscal year. The Adjustments
Budget projected that total revenue collections would rise by 10,1 per cent in fiscal
2002/03 as a whole.

Taxes on income and profits, the principal source of revenue of the national
government, increased at a year-on-year rate of 8,9 per cent in the first nine months of
fiscal 2002/03 to R118,7 billion. This increase was higher than the originally budgeted
increase of 5,7 per cent for the full fiscal year. Domestic taxes on goods and services
contributed R70,1 billion to the National Revenue Fund. Value-added tax, which is a
major component of this tax category, increased by 17,2 per cent, strongly
outperforming budget expectations.

As a ratio of gross domestic product, national government revenue amounted to
24,8 per cent in the first nine months of fiscal 2002/03 compared with 24,2 per cent
in the corresponding period of the previous fiscal year.
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National government’s cash revenue (revenue adjusted for timing differences
between the recording of transactions and bank clearances) in the first nine months
of fiscal 2002/03 amounted to R208,3 billion, representing an increase of 16,3 per
cent compared with the corresponding period of the previous fiscal year.

The net result of the revenue and expenditure recorded in the Statement of national
government revenue, expenditure and borrowing was a national government surplus
of R1,8 billion in the first nine months of fiscal 2002/03. This surplus will contribute
towards meeting the expected funding requirements for the remainder of the fiscal
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National government revenue 

R billions

Fiscal 2002/03 April – Dec 2002 Percentage
Revenue source Originally Actual change*

budgeted

Taxes on income and profits ................................. 155,7 118,7 8,9
Payroll taxes ......................................................... 3,0 2,4 19,7
Taxes on property ................................................. 4,6 3,8 14,8
Domestic taxes on goods and services ................ 92,8 70,1 13,7
Taxes on international trade and transactions ....... 10,6 7,9 11,5
Other revenue ....................................................... 6,8 11,9** 181,5**
Less: SACU*** payments ...................................... 8,3 6,2 0,7
Total revenue........................................................ 265,2 208,7 15,2

* April – December 2001 to April – December 2002
** High values are partly due to unallocated revenue which is currently not allocated to a specific

revenue source
*** Southern African Customs Union
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year. The original Budget Review 2002 projected a national government deficit of
R22,7 billion, whereas the revised estimates contained in the Adjustments Budget
projected a deficit of R18,5 billion in fiscal 2002/03 as a whole.

The surplus before borrowing and debt repayment as a ratio of gross domestic
product amounted to 0,2 per cent in the first nine months of fiscal 2002/03. This can
be compared with a deficit ratio of 0,6 per cent recorded in the corresponding
period of the previous fiscal year.

The cash surplus (i.e. the surplus before borrowing and debt repayment, adjusted
for cash flows) amounted to R2,1 billion in the first nine months of fiscal 2002/03.
Government receipts were also bolstered by R1,3 billion being the profit on the
revaluation of maturing foreign loans and the receipts from Transnet’s disposal of its
equity holding in M-Cell. National government had to make extraordinary payments
in respect of a premium of R0,3 billion on the restructuring of its domestic debt
portfolio and a payment of R7,0 billion to the South African Reserve Bank as referred
to earlier in this review. These extraordinary transactions have resulted in a net
borrowing requirement of national government of R3,9 billion in the first nine months
of fiscal 2002/03.

The greater part of the borrowing requirement of national government in the first nine
months of fiscal 2002/03 was financed through the issuance of bonds in the
international capital market, as indicated in the accompanying table. On a net basis,
the amount of funds raised in the long-term segment of the domestic market for
fixed-interest securities was quite small. Furthermore, strong revenue flows allowed
the national government to accumulate sizeable bank balances.

Domestic long-term funding in the first nine months of fiscal 2002/03 was obtained
at an average rate of 11,3 per cent per annum, compared with a budget assumption
of 11,4 per cent. This rate includes the revaluation cost of inflation-linked bonds.
Domestic short-term instruments were sold at an average rate of 11,4 per cent per
annum, compared with a budget assumption of 9,7 per cent.

Despite government’s net borrowing activities, the total debt of national government
decreased from R460,3 billion at the end of March 2002 to R454,4 billion at the end
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Financing of national government deficit
R billions

Fiscal 2002/03 April – Dec
Instrument Originally 2002

budgeted Actual

Cash deficit/surplus* ................................................................ 22,7 -2,1
Plus: Extraordinary payments ................................................... 1,6 7,3
Less: Extraordinary receipts ...................................................... 12,0 1,3
Net borrowing requirement ...................................................... 12,3 3,9
Domestic government bonds .................................................... -10,9 0,5
Treasury bills.............................................................................. 4,0 1,3
Foreign loans............................................................................. 16,3 13,9
Change in available cash balances** ......................................... 2,9 -11,8
Total net financing .................................................................... 12,3 3,9

* Deficit +, surplus -
** Increase -, decrease +



of December 2002. This decrease was mainly the result of the revaluation of foreign-
currency denominated debt occasioned by the strengthening of the exchange value
of the rand against most foreign currencies. As a ratio of gross domestic product,
total national government debt decreased from 45,7 per cent at the end of March
2002 to 41,4 per cent at the end of December 2002.

The Budget for the fiscal years 2003/04 to 2005/06

The Minister of Finance presented the Budget Review 2003 to Parliament on 
26 February 2003. Macroeconomic projections underlying the preparations of the
Budget signalled a positive assessment of the recent performance of the economy
and an optimistic view of its future course. It was reiterated that the 2003 Budget
builds upon priorities laid down in previous years and will also focus on service
delivery. For the first time the Estimates of National Expenditure 2003 tabled in
Parliament contained objectives to measure government departments’ service-
delivery performance.

Sound public finance management during years of fiscal rectitude brought about the
opportunity to adopt a more expansionary fiscal stance since the 2001 Budget. The
Minister stated that with a view to increasing the long-term growth capacity of the
economy, this cautious expansionary fiscal stance will be maintained over the
medium term.

Reducing unemployment and ensuring that economic growth and development
benefit all communities, remained government’s policy challenge. It was stated that
several key economic policy initiatives serve this aim. These initiatives include:
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- the skills development programme;
- increases in infrastructure investment and tax incentives to stimulate industrial

growth and employment;
- redistribution of land, supported by agricultural support programmes;
- widening the access to financial services and the integration of small businesses

into the formal economy; and
- further easing of the tax burden on low and middle income households.

With the aim to broaden economic participation, it was recognised that black economic
empowerment has an important role in sustaining South Africa’s economic growth path
and in improving the distribution of income in the economy. To this effect the Minister
announced that R10 billion will be set aside over the next five years to support business
initiatives that meet agreed empowerment criteria. The roles of the National
Empowerment Fund and other development finance institutions will be reviewed by
National Treasury and the Department of Trade and Industry in order to ensure that the
use of resources is optimised.

National government expenditure was budgeted to increase by 14,4 per cent to
amount to R334,0 billion in fiscal 2003/04. This is equivalent to 27,1 per cent of the
estimated gross domestic product in fiscal 2003/04, compared with a revised
estimate of R291,8 billion or 26,1 per cent of the estimated gross domestic product
in fiscal 2002/03. It was estimated that national government expenditure would
increase at an average rate of 10,7 per cent over the three-year budget period and,
as a ratio to gross domestic product, it would be kept just above 27 per cent over
the medium term.

Interest payments on government debt were budgeted to amount to R50,7 billion or
4,1 per cent of the estimated gross domestic product in fiscal 2003/04, and were
projected to decrease to 3,9 per cent in fiscal 2004/05 and further to 3,7 per cent
in fiscal 2005/06. This reduction can be attributed to the planned containment of the
borrowing requirement of government, the contribution to funding to be made by the
proceeds of the restructuring of state assets, and the effects that the restructuring
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Fiscal projections

2002/03 2003/04 2004/05 2005/06

Revised estimate Budget Budget Budget

Annual Annual Annual Annual
change change change change

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

Expenditure............................... 291,8 11,0 334,0 14,4 363,3 8,8 395,6 8,9
Capital ................................. 18,6 19,1 22,7 22,1 23,8 4,9 25,4 6,7
Interest................................. 47,0 -0,8 50,7 7,9 52,8 4,1 55,0 4,1
Non-interest current ............. 226,2 13,2 260,6 15,2 286,7 10,0 315,2 9,9

Revenue.................................... 275,7 11,1 304,5 10,4 331,0 8,7 361,2 9,1

Deficit before borrowing and 
debt repayment................... 16,1 29,5 32,4 34,4

Deficit as ratio of GDP (per cent)... 1,4 2,4 2,4 2,3



of government’s bond portfolio are likely to have. Non-interest current expenditure
was expected to increase to R260,6 billion or by 15,2 per cent in fiscal 2003/04 and
at an average annual rate of 11,7 per cent over the three-year budget period. Non-
interest spending plans were also reprioritised in favour of social services such as
health, education, welfare and housing.

The division of revenue amongst the three spheres of government (national
departments, provincial governments and local governments) once again reflected a
marked shift in favour of provinces and local governments, being the centre of social
service delivery. Provincial governments would receive more than half of the non-
interest current expenditure in the form of transfers. It was envisaged that these
transfers would grow at an average rate of 11,9 per cent over the next three years.
Transfers to local governments were projected to increase at an average rate of 
19,0 per cent over the medium term. It was stated that R23,7 billion will assist local
governments to extend basic services to poor households and a further provision of
R4,1 billion will provide free basic services, such as clean water and sanitation, over
the next three years. Specific provision was also made for anchor projects with the
aim of supporting rural development and urban renewal.

Substantial increases were announced in allocations for capital expenditure in
support of a number of government functions. Capital expenditure of national
government was expected to increase at a rate of 22,1 per cent in fiscal 2003/04.
Far lower growth rates of 4,9 per cent in fiscal 2004/05 and 6,7 per cent in fiscal
2005/06 were envisaged. Infrastructure investment, in support of the growth
strategy of government, included allocations for new office accommodation,
upgrading of existing facilities and investment in technology.
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As indicated in the accompanying graph, spending on social services remains the
largest functional category of government spending, amounting to 49,4 per cent of
the consolidated national and provincial government and social security funds’
expenditure in fiscal 2003/04. Spending on these services is expected to increase
at an average annual rate of 10,6 per cent over the three-year budget period. In the
area of protection services provision was made for an average growth rate of 
9,9 per cent for police services. Although the provision for general government
services seems to be increasing, it is essentially due to the inclusion of a
contingency reserve of R3,0 billion in fiscal 2003/04, R4,0 billion in fiscal 2004/05
and R8,0 billion in fiscal 2005/06. The contingency reserve provides for future
unforeseen and unavoidable spending.
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Functional classification of expenditure* 
Per cent

Spending category Percentage of total expenditure Average 
growth 

2002/03 to
2002/03 2003/04 2004/05 2005/06 2005/06

General government services
and unallocatable expenditure... 6,5 7,0 7,5 8,4 18,6

Protection services.......................... 17,2 16,7 16,5 16,3 9,5
Social services ................................ 49,4 49,4 50,1 50,0 12,5
Economic services .......................... 11,7 12,4 12,0 12,0 13,8
Interest............................................ 15,2 14,5 13,1 13,3 3,8
Total ............................................... 100,0 100,0 100,0 100,0 13,0

* Consolidated national and provincial government and social security funds

Functional classification of government expenditure*

Social
Economic
Interest
General
Protection

14,5%

12,4%

49,4%

16,7%
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* Consolidated national and provincial government and social security funds



The total revenue of national government was estimated to amount to R275,7 billion
in the current fiscal year and R304,5 billion in fiscal 2003/04, representing a year-on-
year rate of increase of 10,4 per cent. It was estimated that national government
revenue would increase at an average rate of 9,4 per cent over the three-year
budget period. National government revenue as a ratio of gross domestic product
was projected to amount to 24,6 per cent in fiscal 2002/03 and to be maintained at
approximately that level in the ensuing years.

National government tax revenue was estimated to amount to R280,1 billion in fiscal
2002/03 and R310,0 billion in fiscal 2003/04, representing a year-on-year rate of
increase of 10,7 per cent. National government tax revenue was expected to
increase at an average rate of 9,6 per cent over the medium term. It was estimated
that the tax burden of 25,0 per cent of gross domestic product in fiscal 2002/03
would probably increase slightly to 25,1 per cent in fiscal 2003/04 and be
maintained at that level over the medium term.

Specific tax adjustments were announced and are expected to reduce total tax
revenue by R15,1 billion in fiscal 2003/04. The tax relief was primarily associated
with adjustments in personal income tax rates at the lower and middle-income
group rendering relief to the amount of R13,3 billion in fiscal 2003/04. The major tax
proposals include the following:

- A single rate scale for individuals reaching a maximum marginal rate of 40 per
cent at a taxable income of R255 001 (previously R240 001) a year was
proposed.
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- The primary rebate was increased from R4 860 to R5 400 per year, increasing
the tax threshold by R3 000 to R30 000, or by 11,1 per cent.

- The secondary rebate for individuals 65 years and older was increased to R3 100
a year raising the tax threshold to R47 222, or by 10,7 per cent.

- Interest and dividend exemption was increased from the current R6 000 to 
R10 000 for taxpayers under the age of 65 and from R10 000 to R15 000 for
senior citizens. 

- Stamp duty on insurance policies and fixed deposit receipts was eliminated.

- The graduated rate structure for transfer duties was amended in order to
stimulate investment in home ownership. The duty exempt level was increased
from R100 000 to R140 000. Transfer duty rules were amended to prevent
avoidance through “nominee transactions”.

- Losses from secondary trades (e.g. “weekend” businesses) will be ring-fenced in
order to prevent losses from being claimed as an offset against other types of
income. 

- Tax on retirement funds was reduced from 25 per cent to 18 per cent.

A number of administrative reforms pertaining to the treatment of transactions of
government agencies, an extension of the list of public benefit organisations and the
tax exemption of securities on-lending was announced. Other miscellaneous
proposals aimed at attaining consistency in the tax system and simplifying tax
administration were amongst the announcements.

Several proposals set out in the Budget Review 2003 are aimed at encouraging
business investment and growth in the economy. An accelerated depreciation
allowance for urban development was announced with the view of addressing
urban decay. It was also announced that the accelerated depreciation
arrangements for manufacturing assets, initially introduced as a temporary
measure, will be retained in tax policy. This will be supplemented with an
accelerated write-off period for capital expenditure related to research and
development in the field of natural and applied science as well as a double
deduction for the first R20 000 of costs incurred in the start-up of new businesses.
Relief was provided for businesses reinvesting proceeds from the sale of assets
within 18 months and an allowance to claim losses on the sale of depreciable
assets was granted. The turnover limit for small businesses qualifying for a lower
company tax rate was increased from R3 million to R5 million.

The tax treatment of foreign dividends had the unintended effect of discouraging
dividend inflows. It was announced that the tax on foreign dividends will be removed
where a South African taxpayer has a meaningful interest in the foreign subsidiary
paying the dividend. The income and dividends of South African businesses earned
abroad will earn exchange control credits which will facilitate future outflows of direct
investment upon application. As discussed earlier, several other exchange-control
concessions were also announced.

Increases in the excise duties payable on tobacco and alcoholic beverages were
also announced, air passenger departure tax and the ad valorem excise duty on
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new motor vehicles were adjusted for inflation and the ad valorem excise duty on
computer equipment was abolished. The fuel levy was raised and provision was
made for an increase in the levy of the Road Accident Fund.

The net result of the revised estimates of the revenue and expenditure of national
government in the fiscal year 2003/04 is an estimated deficit before borrowing
and debt repayment of R29,5 billion, or 2,4 per cent of the projected gross
domestic product. It was envisaged that this ratio will be maintained in fiscal
2004/05 with a slight decrease to 2,3 per cent of gross domestic product
projected for fiscal 2005/06. The primary balance (i.e. the deficit recalculated by
excluding interest payments from total expenditure) was estimated to record a
surplus of 1,7 per cent of gross domestic product in fiscal 2003/04. A slight
decrease to 1,5 per cent was envisaged for fiscal 2004/05 which would be
maintained at approximately that level for the remainder of the three-year budget
horizon.

As indicated in the accompanying table, the borrowing requirement of national
government was determined after providing for certain extraordinary receipts and
payments. Although extraordinary receipts of R12,0 billion were provided for in the
original Budget for fiscal 2002/03, only R10,2 billion was expected to be paid into
the National Revenue Fund. The restructuring of state assets would contribute
R5,0 billion to the financing of national government in fiscal 2003/04 and 2004/05,
with R3,0 billion provided for in fiscal 2005/06. Provision was also made for an
annual payment of R7,0 billion in part payment of the outstanding balance on the
Gold and Foreign Exchange Contingency Reserve Account.
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Although government’s reliance on foreign funding is estimated to decrease in fiscal
2005/06, foreign bond issues will remain at significant levels. It was envisaged that the
foreign funding strategy would contribute towards the reduction in the South African
Reserve Bank’s net open position in foreign currency. Funding plans for fiscal 2003/04
indicated an envisaged foreign bond issue to the value of US$1 billion and a further
disbursement of approximately R5,3 billion on the arms procurement credit facility.
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Financing of national government deficit
R billions

Revised             Medium-term estimates
estimate 

2002/03 2003/04 2004/05 2005/06

Deficit ................................................................. 16,1 29,5 32,4 34,4
Plus: Extraordinary payments* .............................. 7,8 7,0 7,0 7,0

Revaluation of maturing foreign loans........... 0,0 1,9 2,5 1,7
Less: Extraordinary receipts** ................................ 10,2 6,3 6,3 4,6
Net borrowing requirement.................................. 13,7 32,1 35,6 38,5

Domestic government bonds................................ -3,1 9,3 14,4 21,5
Treasury bills ......................................................... 4,0 6,0 6,0 8,0
Foreign loans ........................................................ 14,5 13,7 15,2 9,0
Changes in available cash balances*** .................. -1,7 3,1 - -
Total net financing................................................ 13,7 32,1 35,6 38,5

* Including premiums paid on debt portfolio restructuring previously included in state debt cost expenditure
** Including premiums and book profits resulting from debt restructuring previously included in revenue
*** Increase -, decrease +
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It was estimated that national government loan debt would increase from 
R440,9 billion at the end of fiscal 2002/03 to R466,3 billion at the end of March 2004
and to R546,8 billion at the end of March 2006. As a ratio of gross domestic
product, national government loan debt was expected to decrease from 39,4 per
cent at the end of fiscal 2002/03 to 37,8 per cent at the end of fiscal 2003/04 and
eventually to 37,3 per cent at the end of fiscal 2005/06. Medium-term estimates
provided for a decrease of R7,0 billion a year in the outstanding balance on the Gold
and Foreign Exchange Contingency Reserve Account. Guarantees issued to public-
sector bodies with borrowing powers were increased from R70,3 billion at the end
of March 2001 to R80,7 billion at the end of March 2002.

As indicated in the accompanying table, the public-sector borrowing requirement as
a ratio of gross domestic product is projected to increase from 1,4 per cent in fiscal
2002/03 to 3,1 per cent in fiscal 2003/04. A decrease to 2,7 per cent is envisaged
for 2005/06. The higher borrowing requirement of the public sector over the forecast
horizon is also reflecting the expansionary fiscal policy stance adopted by the
national government.
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Public-sector borrowing requirement
R billions

Revised             Medium-term estimates
estimate 

2002/03 2003/04 2004/05 2005/06

National government*............................................ 13,7 30,2 33,1 36,8
Reconstruction and development fund.................. -0,3 -0,2 -0,2 -0,2
Extra-budgetary institutions................................... -2,5 -3,4 -3,2 -2,5
Social security funds ............................................. -0,9 -1,3 -0,9 -0,8
Provincial governments ......................................... 3,3 0,2 -0,8 0,0
Local authorities and local enterprises .................. 5,5 4,7 5,0 5,1
Non-financial public enterprises ............................ -2,9 7,8 5,4 1,5
Public-sector borrowing requirement .................. 15,9 38,1 38,5 39,9
Per cent of GDP ................................................... 1,4 3,1 2,9 2,7

* Excluding the cost associated with the revaluation of maturing foreign loans
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