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Introduction

Global output growth moderated in the second half of 2004, but still expanded at a pace
of 5,1 per cent for the year as a whole. This solid expansion helped to underpin
increases in international trade volumes and commodity prices, enabling economic
growth in most emerging-market as well as developing countries to exceed expectations
in 2004. Countries in the emerging Asian region again outperformed most other
economies, with China and India recording exceptional growth. Real output growth in
Africa, with its mix of agricultural and mining exporters as well as oil importers and
exporters, also recorded an acceleration in 2004. The available data suggest that global
growth remained somewhat hesitant in the first half of 2005. Little progress was made
in resolving key imbalances and problems which characterise the international economic
landscape. The magnitude of the saving and fiscal shortfall in the United States, the
lethargic pace of Europe’s economic expansion and the inflexibility of some Asian
exchange rates counted among these largely unresolved issues. 

In South Africa real output growth decelerated further in the first quarter of 2005. Having
peaked at 5.1⁄2 per cent in the third quarter of 2004, quarter-to-quarter growth in gross
domestic product receded to 3.1⁄2 per cent in the first quarter of 2005, still broadly
consistent with the long-run growth capacity of the economy. Primary-sector growth
picked up in the first quarter, mainly on account of increases in platinum and diamond-
mining output. Real output originating in the secondary sector recorded a marginal
contraction in the first quarter, partly on account of competition from foreign producers
that was intensified by the relatively strong international exchange value of the rand. In
the tertiary sector growth in real value added remained brisk, but was marginally slower
than before.

The rate of increase in real household consumption slowed down somewhat in the first
quarter of 2005, but remained buoyant. Inflation-adjusted household disposable income
continued to rise, with solid consumer confidence and relatively low nominal interest
rates also encouraging household consumption expenditure. Real government
consumption expenditure growth slowed abruptly in the first quarter of 2005, essentially
because the acquisition of a corvette by the South African Navy in the fourth quarter of
2004 was not repeated in the first quarter of 2005.

Growth in real fixed capital formation slightly accelerated further in the first quarter of
2005, led by a pick-up in capital spending by public corporations. Overall, the rate of
increase in aggregate real final demand in the first quarter of 2005 exceeded the rate of
growth in real gross domestic product. 

The tempo of real inventory accumulation decelerated considerably in the first quarter of
2005; accordingly, the ratio of inventories to production declined somewhat. The
deceleration in inventory accumulation alongside the slower growth in domestic final
demand reduced the growth in real gross domestic expenditure to a subdued rate of just
1.1⁄2 per cent in the first quarter of 2005.

As inventory build-ups usually contain an appreciable portion of imported goods, it is not
surprising that the slower pace of inventory build-up coincided with a contraction in the
volume of imports in the first quarter of 2005. Real merchandise exports also declined
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in the first quarter, albeit marginally, whereas the physical quantity of gold exported fell
back noticeably as the industry continued to encounter rising costs and declining
revenues. The international terms of trade of the country weakened slightly in the first
quarter of 2005. However, the decline in import volumes was so large that it produced
a slightly smaller seasonally adjusted deficit on the trade account of the balance of
payments. The deficit on the service, income and current transfer account also
narrowed slightly. As a result the current-account deficit receded to 3,8 per cent of gross
domestic product in the first quarter of 2005 from 4,0 per cent in the preceding quarter.

The deficit on the current account continued to be financed comfortably by inflows of
foreign funds. Both portfolio and other investment (such as loan finance) significantly
contributed to the inflows of financial capital experienced in the first quarter of 2005.
Under these circumstances the South African Reserve Bank continued increasing its
gross gold and other foreign reserves; these came to US$17,2 billion at the end of May
2005. Further opportunities to improve the country’s international liquidity position could
arise from the planned acquisition of a controlling interest in Absa by Barclays Bank plc,
for which regulatory approval was granted in May 2005.

Despite sustained large deficits on the current account of the United States’ balance of
payments and on the federal government budget, the US dollar appreciated, on
balance, against other key international currencies. The steadily rising money-market
interest rate brought about by the Federal Reserve, and indications that United States’
economic growth is likely to continue to exceed growth in other mature economies,
might have contributed to the recent appreciation of the US dollar against major
currencies. The strengthening of the US dollar was also an important contributory factor
in the recent depreciation of the rand. From the end of 2004 to mid-June 2005 the rand,
on balance, depreciated by 17 per cent against the US dollar and by 10,8 per cent
against a basket of currencies.

Enterprise-surveyed employment in the formal non-agricultural sectors of the economy
recorded uninterrupted increases in each of the six quarters to December 2004, resulting
in a cumulative increase of 339 000 employment opportunities over this period. While
jobs were lost in some subsectors such as gold mining, there was, on balance, a
considerable increase in private-sector employment alongside a moderate increase in
public-sector employment. This expansion in job opportunities was also corroborated by
a moderate decrease in the unemployment rate as reflected by the results of the latest
Labour Force Survey.

Alongside the strong increase in formal non-agricultural employment, real output per
worker only rose marginally during the year to the fourth quarter of 2004. Nominal
compensation per worker rose strongly, boosted by the payment of performance
bonuses to staff, and early estimates accordingly show that the cost of labour per unit
of output rose by 10,5 per cent in the year to the fourth quarter of 2004. Wage
settlements in the first quarter of 2005, however, averaged only 6 per cent. 

Inflation in the prices of goods remained low, contributing to a moderation of the inflation
process in general. The production prices of imported goods rose by 1,4 per cent in the
year to April 2005, largely because of the relative stability in the exchange rate of the
rand. At the production level domestically produced goods prices recorded a year-on-
year rate of price inflation of 1,9 per cent in April 2005. CPIX goods price inflation
similarly recorded a twelve-month rate of increase of only 2,7 per cent in April 2005, with
the prices of clothing, footwear and vehicles actually declining marginally. However,
mainly as a consequence of an increase in petrol prices, twelve-month CPIX inflation
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rose from its most recent low of 3,1 per cent in February 2005 to 3,8 per cent in April.
CPIX inflation has remained in the 3-to-6-per-cent target range since September 2003,
i.e. for 20 successive months. The prices of services contained in the CPIX basket rose
consistently faster than goods prices throughout this 20-month period.

The M3 money supply continued to increase at a brisk rate in 2004 and the first four
months of 2005, consistent with the strength of domestic production and final demand.
Positive wealth effects following rising prices of real-estate and financial assets also
supported the demand for money. Banks’ loans and advances to the domestic non-
bank private sector gained further momentum in recent months and reached a twelve-
month rate of increase of more than 19 per cent in April 2005. Mortgage advances
displayed the highest rate of increase among the various types of loans and advances.
With rising real income levels, rising house prices, confident consumers and relatively
low nominal interest rates reinforcing one another, the strong growth in loans and
advances was not surprising. It was also reflected in an increase in the household debt
ratio from 58 per cent of disposable income in the fourth quarter of 2004 to 60 per cent
in the first quarter of 2005.

At its meeting in April 2005 the Reserve Bank’s Monetary Policy Committee (MPC) noted,
among other things, a slowing of activity in some areas of the economy, and projected that
inflation was likely to remain within the target range over the period to the end of 2006. The
committee welcomed the evidence of a further material decline in inflation expectations in
the latest survey showing a fall by a full percentage point from the final quarter of 2004 to
the first quarter of 2005. The committee decided to reduce the repurchase rate by 50 basis
points. Other money-market interest rates followed, declining to nominal levels previously
encountered more or less a quarter of a century ago. At the June 2005 meeting of the
MPC the repurchase rate was kept unchanged at 7,0 per cent.

From 25 May 2005 the South African Reserve Bank introduced a number of modifications
to its refinancing operations. Among other things, the Reserve Bank started announcing
an estimate of the average liquidity requirement for the forthcoming week prior to the main
repurchase tender on Wednesdays – in future it would normally allot the full amount
tendered by each bank to the bank concerned – and implemented standing facilities
through a repurchase mechanism which enabled banks to deposit surplus funds
overnight with the Reserve Bank at 50 basis points below the main repurchase rate, or
to borrow overnight at 50 basis points above the main repurchase rate. The central
feature of the Reserve Bank’s system of monetary policy implementation – control over
short-term interest rates through a repurchase rate set by the Monetary Policy Committee
and made effective by ensuring that the banks jointly have a cash deficit which has to be
refinanced through weekly tenders at that rate – remained unchanged.

Against the background of fewer and smaller decreases in mortgage interest rates since
late 2003, the rate of increase in real-estate prices – at times exceeding 35 per cent on
a year-on-year basis – started decelerating during the course of 2004 and continued
doing so in the first five months of 2005.

Having increased by more than a third from mid-2004 to March 2005, share prices
hesitated in April and the first part of May 2005. However, the recent depreciation in
the exchange value of the rand had a favourable impact on share prices, which again
reached an all-time high on 13 June 2005. By contrast the prices of longer-term
bonds declined somewhat in recent months, partly on account of fears that exchange
rate depreciation might increase the risk of a temporary setback to the process of
disinflation.
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Fiscal 2004/05 ended with buoyant government revenue collections in March 2005. The
national government deficit before borrowing and debt repayment amounted to 1,5 per
cent of gross domestic product in fiscal 2004/05, compared with an originally budgeted
ratio of 3,1 per cent. The deficit was eventually predominantly financed by issues of
domestic government bonds. For fiscal 2005/06 a deficit of 3,1 per cent of gross
domestic product has been budgeted for, again to be financed primarily through
domestic bond issues.
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Domestic economic developments

Domestic output 1

South Africa’s real economic growth slowed from an annualised rate of 4 per cent in the
fourth quarter of 2004 to 3.1⁄2 per cent in the first quarter of 2005. Similar growth rates
were recorded when agriculture is excluded from the calculation. The slower growth in
the first quarter was the net result of a decline in the real value added by the secondary
sector and a slowdown in growth in the real output of the tertiary sector. By contrast,
growth in the real value added by the primary sector accelerated noticeably on account
of increased output originating in the mining sector.

Despite the slower quarter-to-quarter growth in real gross domestic product, the
domestic economic expansion was still fairly robust in the first quarter of 2005 following
the surge in domestic final demand in the second half of 2004. Measured over one year,
real gross domestic product increased by 4 per cent in the first quarter of 2005 which
compares favourably with the growth of 3.1⁄2 per cent attained in 2004. The resilience of
the economy was reflected in firm consumer and business confidence in the country’s
economic prospects.

Growth in the real value added by the primary sector accelerated in the first three
quarters of 2004 before slowing markedly in the fourth quarter. This slowdown was brief
and growth subsequently accelerated from an annualised rate of just .1⁄2 a per cent in the
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1 The quarter-to-quarter
growth rates referred to in this
section are based on
seasonally adjusted data.

Percentage change from quarter to quarter

Real gross domestic product

2000 2001 2002 2003 2004 2005

 Total
 Secondary sector
Seasonally adjusted annualised rates

0

1

2

3

4

5

6

-4

-2

0

2

4

6

8

10



6

fourth quarter of 2004 to 7.1⁄2 per cent in the first quarter of 2005. Robust growth in the
mining sector was largely responsible for the boost in real output in the primary sector.
This more than offset a slowdown in the real value added by the agricultural sector.

The real value added by the agricultural sector increased at an annualised rate of 2.1⁄2 per
cent in the first quarter of 2005, lower than the rate of 4 per cent attained in the fourth
quarter of 2004. This can be ascribed to weaker output recorded in field crop and
horticultural production, which offset an increase in real livestock production.

Having contracted at a rate of 1 per cent in the fourth quarter of 2004, real value added by
the mining sector grew at a brisk annualised rate of 9 per cent in the first quarter of 2005.
The major contributors to the higher output growth were the diamond, platinum and “other
mining” subsectors. Diamond mining benefited from stronger world demand. The output of
platinum mines expanded as new production facilities became operational in response to
increased demand for platinum in production processes domestically and abroad and the
associated higher prices of platinum group metals. The strong performance of these sectors
more than neutralised a decline in the real value added by gold and coal mining.

In 2004 the volume of gold production, which constitutes about a quarter of total mining
output, declined to its lowest level in more than seven decades. The sustained increases
in input cost in the face of a lacklustre rand gold price put the gold-mining industry under
considerable pressure. Under these circumstances, some marginal mines could not be
operated profitably, resulting in the closure of a number of older mine shafts.

The real value added by the secondary sector declined in the first quarter of 2005. After
increasing at an annualised rate of 3 per cent in the fourth quarter of 2004, real output
in the secondary sector declined at a rate of 1 per cent in the first quarter of 2005. This
could mainly be attributed to a decline in the real value added by the manufacturing
sector and significantly slower growth in the real value added by the sector that supplies
electricity, gas and water. In addition, growth in the real value added by the construction
sector also tapered off in the first quarter of 2005.

Following quarter-to-quarter annualised growth rates of between 2.1⁄2 and 6.1⁄2 per cent in
2004, the real value added by the manufacturing sector contracted at a rate of 2 per
cent in the first quarter of 2005. The decline was evident in a number of subsectors,
including some export-oriented sectors which experienced difficulties in remaining
competitive internationally, partly as a result of the relatively strong exchange value of the
rand. These included the subsectors producing basic iron and steel as well as
petroleum, chemical, rubber and plastic products. 

While the robust domestic demand stimulated output in a number of manufacturing
subsectors, some subsectors like the textile, clothing, leather and footwear sector came
under pressure from cheaper imports. As a result, growth in real manufacturing output by
these subsectors slowed down. By contrast, the real value added by the motor vehicles,
parts and accessories and other transport equipment subsector recorded firm growth.
The increased output originating in the latter sectors can be linked to an improvement in
export orders for these items.

Growth in the real value added by the sector supplying electricity, gas and water slowed
down from an annualised rate of 3 per cent in the fourth quarter of 2004 to 1 per cent
in the first quarter of 2005. This slowdown was consistent with the generally slower pace
of economic activity, particularly in the manufacturing sector. In addition, exports of
electricity to neighbouring countries were lower during the first quarter of 2005 than
during the corresponding quarter in 2004. 
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The real output of the construction sector continued to increase in the first quarter of
2005, albeit at a somewhat slower pace than in the preceding four quarters. Compared
to the fourth quarter of 2004 when the real value added by the construction sector
increased at a rate of 7.1⁄2 per cent, growth moderated to an annualised rate of 5 per cent
in the first quarter of 2005. The increase in the real value added by the construction sector
during the first quarter was underpinned by buoyancy in the construction of both
residential and non-residential buildings. But with new dwellings becoming less affordable
as building costs rose, the contribution of residential buildings to output originating in the
construction sector started to recede.

Growth in the real value added by the tertiary sector accelerated to an annualised rate
of 5 per cent in the third and fourth quarters of 2004 before edging lower to 4.1⁄2 per cent
in the first quarter of 2005. This could be attributed to weaker growth in the real value
added by the commerce and the transport, storage and communication sectors where
real output growth slowed for the first time in four quarters. Real output growth by the
financial intermediation, insurance, real-estate and business services sector was
sustained at roughly the same pace as in the fourth quarter of 2004.

After recording an annualised growth rate of 7 per cent in the fourth quarter of 2004,
growth in the real value added by the wholesale and retail trade, catering and
accommodation sector slowed down substantially to 4 per cent in the first quarter of
2005. This was the result of weaker real output growth recorded in the wholesale, retail
and motor trade subsectors. The slower growth in the real value added by the retail
subsector probably reflected the tapering off of consumer demand following an
exceptionally strong expansion in the last quarter of 2004. To some extent, the impact
of lower interest rates on the demand for durable goods might have started to peter out.
Likewise, the growth in the demand for new cars cooled off somewhat after brisk selling
had occurred in the fourth quarter of 2004.

The real value added by the rapidly expanding transport, storage and communication
services sector increased at an annualised rate of 6 per cent in the first quarter of 2005,
just slightly slower than the growth of 7 per cent attained in the last quarter of 2004. The
slowdown could be attributed to marginally slower growth in the transport subsector,
reflecting the combined effect of a decline in the real output by air transport and slower
growth in the real value added by land transport. This was broadly consistent with
sluggish import and export volumes. The ongoing buoyancy of the cellular com-
munication subsector boosted growth in the real value added by the communication
subsector.
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Real gross domestic product
Percentage change at seasonally adjusted annualised rates

2004 2005

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

Primary sector ......................... 5 7 9.1⁄2 .1⁄2 3.1⁄2 7.1⁄2
Agriculture ........................... 8.1⁄2 17.1⁄2 11.1⁄2 4 1 2.1⁄2
Mining ................................. 3.1⁄2 3 9 -1 4 9

Secondary sector .................... 5 6 6.1⁄2 3 3 -1
Manufacturing ..................... 5 6 6.1⁄2 2.1⁄2 2.1⁄2 -2

Tertiary sector .......................... 3.1⁄2 4 5 5 4 4.1⁄2
Non-agricultural sector............. 4 4 5.1⁄2 4 4 3.1⁄2
Total ........................................ 4 4.1⁄2 5.1⁄2 4 3.1⁄2 3.1⁄2
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The real value added by the financial intermediation, insurance, real-estate and business
services sector grew at an annualised rate of 6 per cent in both the fourth quarter of
2004 and the first quarter of 2005. This was mainly on account of an increase in the real
output originating in banks and other financial intermediaries. Buoyant domestic
demand and a vibrant real-estate sector underpinned the real output by banks. By
contrast, the real output of securities dealers faltered somewhat as trading volumes on
the JSE Securities Exchange slowed down.

Growth in the real value added by general government amounted to an annualised rate
of 1.1⁄2 per cent in the first quarter of 2005, slightly higher than the annual growth rate
attained in 2004 as a whole. 

Domestic expenditure

The growth in aggregate real gross domestic expenditure slowed in the first quarter of
2005. Following an increase at an annualised rate of 4.1⁄2 per cent in the fourth quarter of
2004, growth in real gross domestic expenditure slowed to 1.1⁄2 per cent in the first quarter
of 2005. This was the net effect of a slowdown in growth in real final consumption
expenditure by households and general government as well as a much slower pace of
real inventory accumulation. Real gross fixed capital formation increased at a fast clip in
the first quarter of 2005. The level of real gross domestic expenditure in the first quarter
of 2005 was 4.1⁄2 per cent higher than in the corresponding quarter of 2004.

Growth in real final consumption expenditure by households slowed down from 7 per
cent in the fourth quarter of 2004 to 5.1⁄2 per cent in the first quarter of 2005. This slow-
down was prevalent in the real outlays on all the major spending categories. Although the
moderation in the quarter-to-quarter growth seems to suggest that the strongest part of
the expansion of household consumption expenditure might have run its course, the level
of real spending in the first quarter of 2005 was still about 6.1⁄2 per cent higher than in the
first quarter of 2004.

The spending momentum by households on durable goods hesitated from the fourth
quarter of 2004 to the first quarter of 2005. The slowdown was evident in all spending
categories, particularly in furniture and household appliances, personal transport equip-
ment as well as recreational and entertainment goods. Following robust spending in the
fourth quarter, household spending on most of these discretionary items eased off.
However, the level of durable goods expenditure in the first quarter of 2005 was still 19 per
cent higher than in the corresponding quarter in 2004.

Growth in real final consumption expenditure by households on semi-durable goods edged
lower from an annualised rate of 15 per cent in the fourth quarter of 2004 to 14.1⁄2 per cent
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Real gross domestic expenditure
Percentage change at seasonally adjusted annualised rates

2004 2005

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

Final consumption expenditure
by households .............................. 6 6.1⁄2 6.1⁄2 7 6 5.1⁄2
Final consumption expenditure 
by general government ................. 6 6 0 13 7 1
Gross fixed capital formation ........ 11.1⁄2 10 7.1⁄2 9 9.1⁄2 10
Change in inventories (R billions)*... 9.,6 14.,9 13.,6 7.,6 11.,4 1.,0
Gross domestic expenditure ....... 5.1⁄2 9 2.1⁄2 4.1⁄2 6.1⁄2 1.1⁄2

* At constant 2000 prices



in the first quarter of 2005. This was the net effect of marginally slower growth in the real
outlays on clothing and footwear which offset a firm increase in consumer spending on
household textiles and furnishings. While the cheaper imports of clothing might have had
a negative impact on textile and clothing manufacturers, consumers generally benefited
from lower prices of these items. 

Household spending on non-durable goods also edged down from the fourth quarter of
2004 to the first quarter of 2005. This partly was a result of lower real outlays on food and
beverages as well as on household fuel and power. Spending on petroleum products, for
the most part a non-discretionary item, held up well in the first quarter of 2005.

The steady increase in real household disposable income partly financed real final
consumption expenditure by households in the first quarter of 2005. Real household
disposable income was boosted by an increase in the level of employment and higher
transfer payments (such as the child support grant) from government to households.
However, households also incurred more debt to finance expenditure. As a result,
household debt as percentage of disposable income increased further from 58 per cent
recorded in the fourth quarter of 2004 to 60 per cent in the first quarter of 2005.

Real final consumption expenditure by general government increased further in the first
quarter of 2005, but far less briskly than in the fourth quarter of 2004. Following an increase
at an annualised rate of 13 per cent in the fourth quarter of 2004, growth in the real final
consumption expenditure by general government slackened to an annualised rate of 1 per
cent in the first quarter of 2005. This slowdown was not an indication of an enduring
slowdown in government spending. The quarter-to-quarter growth in the fourth quarter of
2004 was elevated by the purchase of a corvette by the South African Navy. Omitting the
cost of the corvette, growth in government spending in the first quarter of 2005 would have
been more or less the same as in 2004 as a whole. The ratio of final consumption
expenditure by general government to gross domestic product decreased slightly from 
20 per cent in the fourth quarter of 2004 to 19.1⁄2 per cent in the first quarter of 2005.
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Growth in real gross fixed capital formation accelerated from 9 per cent in the fourth
quarter of 2004 to 10 per cent in the first quarter of 2005. This can mainly be attributed
to a strong increase in real capital outlays by public corporations which was further
supported by continued growth in real gross fixed capital formation by the private sector.
Real fixed capital formation by general government slowed from the fourth quarter of
2004 to the first quarter of 2005. 

An analysis of real fixed capital expenditure in the private sector by type of economic
activity in the first quarter of 2005 indicated some increase, albeit at a slower pace than
in the fourth quarter, in real capital outlays by the manufacturing, commerce, and
transport and communication sectors. The addition of retail space in response to buoyant
consumer demand lifted the growth momentum of real gross fixed capital formation by
the commerce sector. The decline in real fixed capital outlays by the agricultural and
mining sectors also moderated in the first quarter of 2005. Consequently, real gross fixed
capital formation by the private sector increased at an annualised rate of 4.1⁄2 per cent in
the first quarter of 2005, the same rate attained in the fourth quarter of 2004.

Public corporations stepped up spending on electricity and transport infrastructure. In
the electricity sector, real capital outlays were increased on new infrastructure and on
the activation of mothballed power stations to increase capacity. The purchase of three
aircraft by the South African Airways further boosted real gross fixed capital formation
by public corporations. Real fixed capital expenditure by general government slowed
down in the first quarter of 2005.

An analysis of real gross fixed capital formation by asset type yields a mixed picture. While
investment on residential and non-residential buildings remained high, growth slowed
down from the fourth quarter of 2004 to the first quarter of 2005. This might partially be
due to rising building costs. Growth in real capital expenditure on transport equipment
accelerated from an annualised rate of 5 per cent in the fourth quarter to 52.1⁄2 per cent in
the first quarter of 2005. This asset type benefited from the acquisition of new aircraft by
the South African Airways as well as from firms taking advantage of low interest rates and
the current relative price stability to replace ageing commercial vehicles.
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Real inventory investment at 2000 prices amounted to R7,6 billion in the fourth quarter
of 2004 but reverted to a smaller build-up of about R1 billion in the first quarter of 2005.
Most sectors of the economy recorded a slower pace of inventory accumulation.
However, a depletion in inventories occurred in the mining, manufacturing as well as the
transport, storage and communication sectors. Manufacturers drew down their
inventories partly to meet brisk domestic demand as manufacturing production
declined. In addition, the lower imports of oil in the first quarter of 2005 resulted in a
smaller contribution to the build-up of inventories in the manufacturing sector. In the
mining sector gold inventories were depleted, albeit at a more moderate pace than in
the fourth quarter. The slowdown in inventory accumulation subtracted about 
2.1⁄2 percentage points from growth in real gross domestic expenditure in the first quarter
of 2005. As a ratio of non-agricultural gross domestic product, industrial and commercial
inventories amounted to 15,3 per cent in the first quarter of 2005, slightly lower than the
ratio of 15,5 per cent recorded in the fourth quarter of 2004.

Factor income

Growth in total nominal factor income, measured over four quarters, decelerated from
10 per cent in the fourth quarter of 2004 to 8.1⁄2 per cent in the first quarter of 2005. The
weaker total nominal factor income was mainly the result of substantially slower growth
in gross operating surpluses of business enterprises while compensation of employees
maintained approximately the same growth rate as in the fourth quarter of 2004.

Growth in total compensation of employees, measured over one year, was sustained at
a rate of 9 per cent, the same rate attained in the previous quarter. An analysis of
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compensation of employees by sector of economic activity indicates that all sectors
recorded steady growth with the exception of the construction, trade and transport
sectors where growth accelerated. As a result of these developments, the employees’
share of total factor income increased from 51.1⁄2 per cent in the fourth quarter of 2004
to 52 per cent in the first quarter of 2005.

The rate of increase in nominal gross operating surplus, measured over four quarters,
slackened from 11 per cent in the fourth quarter of 2004 to 7.1⁄2 per cent in the first
quarter of 2005. This was a result of a slowdown in economic activity in most sectors of
the economy. Lower growth was recorded in the operating surpluses of the manu-
facturing, construction and commerce sectors, while operating surpluses in the
agricultural and mining sectors declined. Prices of agricultural commodities continued to
decline from the fourth quarter into the first quarter of 2005, while input costs remained
relatively high. Profit margins in the mining sector were compressed, particularly in the
gold-mining sector where the rand price of gold remained low relative to input costs. As
consumer demand growth gradually tapered off from the high level attained in the better
part of 2004, growth in gross operating surpluses in the manufacturing and commerce
sectors also slowed down. Consequently, the ratio of aggregate gross operating surplus
to total factor income declined from 48.1⁄2 per cent in the fourth quarter of 2004 to 48 per
cent in the first quarter of 2005. 

Gross saving

Gross saving as a percentage of gross domestic product edged down from 13.1⁄2 per
cent in the fourth quarter of 2004 to 13 per cent in the first quarter of 2005. This
development was the net result of an improved saving ratio of general government
which was offset by a weaker saving performance by the corporate sector. The ratio of
household saving relative to gross domestic product remained virtually unchanged from
the fourth quarter of 2004 to the first quarter of 2005. 

Gross saving by the corporate sector as a percentage of gross domestic product
amounted to 10 per cent in the first quarter of 2005, compared to a ratio of 11 per cent
in the fourth quarter of 2004. Corporate-sector saving was constrained by weaker
growth in the gross operating surpluses of business enterprises as well as higher
dividend payments.

Growth in household disposable income held up well in the first quarter of 2005, but final
consumption expenditure by households also remained relatively high. Accordingly, the
ratio of gross saving by households to gross domestic product remained at a low level
of 2 per cent. Gross saving by general government relative to gross domestic product,
which approached zero per cent in the fourth quarter of 2004, rose to 1 per cent in the
first quarter of 2005. This was mainly due to higher tax collections and lower interest
paid on government debt while the growth in government consumption expenditure
remained contained.

Employment

Firm increases in economic activity in recent quarters improved employment prospects
materially. According to Statistics South Africa’s Survey of Employment and Earnings,
enterprise-surveyed formal non-agricultural employment increased consistently during each
of the six quarters to December 2004. By December 2004 the level of formal non-
agricultural employment had risen by as much as 5,3 per cent or 339 000 persons from its
nadir in the second quarter of 2003. This translates into a gain of around 19 000 employ-
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ment opportunities per month during that period. Despite continued increases in
employment numbers, the quarter-to-quarter pace of expansion decelerated somewhat
in the fourth quarter of 2004 as job losses occurred in sectors producing internationally
tradable goods, mostly the mining and manufacturing sectors. These job losses may
have been related to intensified international competition experienced in an environment
of increasing globalisation and relative strength of the rand.

Employment growth in the private sector decelerated from a quarter-to-quarter and
annualised rate of 8,0 per cent in the third quarter of 2004 to 5,1 per cent in the fourth
quarter. Both these rates were still higher than during any of the preceding four quarters
of the current expansion in employment. The loss of job opportunities in manufacturing
and gold mining during the closing months of 2004 was more than offset by strong
increases in employment numbers in especially the trade, catering and accommodation
services sector. Employment growth was also assisted by an expansion in employment
in the community, social and personal services industry, as well as in the transport,
storage and communication sector. The employment gains which were recorded in the
non-gold mining sector could probably partly be associated with high international
commodity prices. While employment in the construction sector picked up meaningfully
during the last three quarters of 2004, its level contracted sharply in the first quarter. This
can partly be explained by delays in the launch of certain large projects and the
employment of large numbers of temporary workers in the industry probably resulting in
some workers not being captured by official employment statistics.

Alongside the continued increases in non-agricultural private-sector employment,
public-sector employment totals also expanded, albeit at a slower pace than in the
private sector. When measured from quarter to quarter and expressed at an annual rate,
public-sector employment increased by 3,0 per cent in both the third and fourth quarter
of 2004. Notwithstanding the fallback in public-sector employment in the opening
months of 2004, staff numbers in the public sector expanded by 1,1 per cent in the year
as a whole. Employment gains in national and provincial government departments as
well as at local government level exceeded losses in public-sector transport, storage
and communication enterprises in 2004.
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Corroborating the expansion in employment opportunities during the past year or so, the
results of Statistics South Africa’s most recent household-based bi-annual Labour Force
Survey indicate a gain of about 251 000 jobs in the six months to September 2004.
These employment gains were largely due to robust growth in the construction and
trade sectors. The official unemployment rate accordingly decreased from a revised 
27,9 per cent in March 2004 to 26,2 per cent in September.

While official employment data for the first quarter of 2005 have not yet been released,
job advertisement space in the print media increased further in the first quarter of 2005.
Furthermore, the Investec Purchasing Managers’ employment sub-index continued to
improve during the four months to March 2005, thereby reflecting purchasing managers’
expectations of likely further net employment gains. These sanguine expectations were
not upheld in April 2005 when the index fell steeply, but was re-established in May. 

Labour cost and productivity

The year-to-year rate of increase in average nominal remuneration per worker amounted
to 8,7 per cent in 2004. This rate of increase was roughly on a par with that of 2003 and
somewhat lower than in 2002. When measured over periods of four quarters, growth in
nominal remuneration per worker, however, rose abruptly to 10,5 per cent in the fourth
quarter of 2004. Not only can special performance awards for certain public-sector
employees explain this abrupt rise in nominal wage growth, but increases in excess of
10 per cent were also fairly pervasive in the private sector as sales and other business
targets were exceeded, resulting in high bonuses being paid.

According to Andrew Levy Employment Publications (a private-sector labour consultancy),
the average level of wage settlements in collective bargaining agreements declined from
6,8 per cent in 2004 to 6,0 per cent in the first quarter of 2005. This consultancy
furthermore expects the average settlement rate for 2005 as a whole not to exceed the
6,5-per-cent level. Various multi-year salary agreements linked to official inflation measures
also lend support to the view that nominal wage growth again will moderate to a level
consistent with past and expected consumer price inflation in the coming months. 
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Changes in non-agricultural employment
Four quarters to December 2004

Sector Number Percentage change

Gold mining ............................................................................. -7 700 -4,0
Non-gold mining ...................................................................... 30 700 12,4
Manufacturing.......................................................................... 25 100 2,0
Electricity supply ...................................................................... 1 600 3,7
Construction ............................................................................ -5 400 -1,9
Trade, catering and accommodation ....................................... 94 700 7,4
Transport, storage and communication.................................... 7 600 4,4
Finance, insurance, real-estate and business services ............. 43 400 4,0
Community, social and personal services................................. 40 700 12,7
Total private sector ................................................................. 230 800 4,7
National, provincial and local government ................................ 33 400 2,3
Public-sector enterprises ......................................................... -5 200 -4,8
Total public sector .................................................................. 28 200 1,8
Grand total ............................................................................. 259 000 4,0

Source: Statistics South Africa, Survey of Employment and Earnings



Although private-sector nominal wage growth accelerated strongly in the fourth quarter
of 2004, the increase of 8,7 per cent in 2004 as a whole was not significantly different
from wage growth in 2003. In 2004 the most generous increases in nominal
remuneration per worker occurred in the construction, electricity generation and gold-
mining sectors. The rates of increase in nominal remuneration per worker in the non-gold
mining sector as well as in the community, social and personal services sector were,
however, meaningfully lower. In gold mining it seems likely that the closing of marginal
shafts, where workers’ wages were the lowest, resulted in an increase in the average
remuneration of the remaining workers in the sector.

The pace of increase in public-sector nominal remuneration per worker amounted to 
9,0 per cent in both 2003 and 2004, somewhat lower than what it had been in 2002. The
brisk rate of increase in nominal remuneration per worker in the public sector resulted
largely from exceptional increases at local government level in 2004. When measured
over one year, nominal remuneration per worker increased by more than 15 per cent for
local government employees, well above the rate of pay increase for those employed at
other levels of government. Nominal wage growth per worker in the year to the fourth
quarter of 2004 was also well in excess of 10 per cent for employees of public-sector
transport, storage and communication enterprises, as well as of provincial governments.

Following meaningful increases in the overall level of employment, economy-wide labour
productivity growth slowed down considerably in the course of 2004. The year-to-year
rate of increase in real output per worker in the formal non-agricultural sectors of the
economy decelerated to 1,3 per cent in 2004, compared with an increase of 4,5 per
cent in the preceding year. When measured over periods of four quarters, increases in
labour productivity slowed from 3,3 per cent in the first quarter of 2004 to only 
0,4 per cent in the fourth quarter. Contrary to the deceleration in labour productivity
growth in the economy as a whole, the pace of increase in production per worker in the
manufacturing sector picked up meaningfully to 4,4 per cent in the year to the fourth
quarter of 2004.

Consistent with the lower increase in labour productivity and the relatively rapid pace of
increase in nominal remuneration per worker, the rate of increase in the cost of labour
per unit of production in the formal non-agricultural sector accelerated from 4,0 per cent
in 2003 to 7,3 per cent in 2004. Year-on-year increases in nominal unit labour cost in the
manufacturing sector also rose somewhat to 7,4 per cent in the fourth quarter of 2004.
At an average rate of 7,4 per cent in 2004 as a whole, the increase in nominal unit labour
cost in the manufacturing sector was, however, somewhat lower than in 2003 when
production volumes had declined steeply.

Prices

Since late 2003 price inflation has been decelerating to relatively low rates mainly due to
the appreciation of the rand, exceptionally low increases in food prices over an extended
period of time and, more fundamentally, the consistent application of prudent fiscal and
monetary policies. Accordingly, CPIX inflation decelerated to within the inflation target
range of between 3 to 6 per cent in the twenty consecutive months to April 2005. The
rise in the international price of crude oil, however, pushed domestic fuel prices higher,
preventing a further reduction in price inflation.   

Following the appreciation of the rand since the middle of 2002, the average level of the
prices of imported goods started to decline from December of that year and by March
2004 had fallen by as much as 11,1 per cent. In the subsequent period, the average
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level of imported goods prices remained fairly constant.  Further meaningful declines in the
prices of a range of imported goods categories were largely countered by a consistent rise
in energy prices. Accordingly, the year-on-year rate of decline in the prices of imported
goods moderated, on balance, from 9,6 per cent in November 2003 to 0,3 per cent in
October 2004.  In the ensuing five months, year-on-year changes in the prices of imported
goods remained muted and vacillated within a range between -0,7 per cent and 0,7 per
cent. Subsequently, this rate of increase rose to 1,4 per cent in April 2005 as international
crude oil prices pushed the index higher.

Over and above the direct impact of the rise in energy prices in recent months, the pace of
change in the prices of imported goods was also influenced by a substantial pick-up in
production price inflation in South Africa’s main trading-partner countries as rising energy
prices and accommodative financial policies also influenced price developments in these
economies. The monthly average spot price of Brent crude oil rose from around US$30 per
barrel in December 2003 to around US$51 per barrel in April 2005 after it had only briefly
declined to around US$40 per barrel in December 2004. As a result, year-on-year increases
in the composite wholesale price index of South Africa’s main trading-partner countries
accelerated from 0,9 per cent in March 2004 to 4,7 per cent in November, before
decelerating somewhat to around 4 per cent in the early months of 2005.

Despite slight increases in the prices of imported goods in January and March 2005,
when measured over periods of twelve months imported goods prices fell from quarter
to quarter, recording an annualised rate of decrease of 3,2 per cent in the first quarter
of 2005. This compares with an increase of 0,9 per cent in the fourth quarter of 2004.
The decline in the prices of imported goods in the first quarter of 2005 resulted mainly
from lower prices of wearing apparel, paper and paper products and printing, non-
electrical machinery and equipment, as well as office, accounting and computing
machinery – all of which were influenced by the continued strength of the rand.

In addition to the direct cost-reducing effects of declining imported goods prices, cheaper
imported goods also intensified price competition in the domestic market, leading to a
general moderation in price inflation. Accordingly, the year-on-year rate of increase in the
prices of domestically produced goods decelerated markedly from a high of 15,3 per
cent in August 2002 to 0,2 per cent in November 2003. Subsequently, as imported
goods price deflation attenuated, the prices of domestically produced goods rose
somewhat. Over the year to April 2005 the prices of domestically produced goods rose
by 1,9 per cent. Increases in the prices of domestically produced goods nevertheless
remained subdued in recent months due to declines in the prices of agricultural and
manufactured food products as well as textiles, clothing and footwear. These declines
offset the inflationary pressures emanating from rising energy prices to a large degree.

The quarter-to-quarter and annualised rate of increase in the prices of domestically
produced goods decelerated, on balance, from 4,8 per cent in the first quarter of 2004 to
0,7 per cent in the first quarter of 2005. The quarter-to-quarter pace of increase in the
prices of domestically produced goods in the first quarter of 2005 was restrained by
decreases in the prices of agricultural goods, manufactured food products, textiles,
clothing and footwear, products of petroleum and coal as well as non-ferrous basic metals.

Following the earlier slowdown in domestically produced goods price inflation and
declining prices of imported goods, the year-on-year rate of increase in the all-goods
production price index decelerated markedly from a most recent high of 15,4 per cent
in September 2002 to 0,2 per cent in August 2003. In the ensuing eight months the
average level of all-goods production prices fell below that of the corresponding month
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in the preceding year. However, in May 2004 all-goods production prices were marginally
higher than a year earlier and by April 2005 had risen, on balance, by 1,8 per cent over
the year. However, when the effect of rising energy prices, the main inflation driver in
recent months, is omitted from the calculation, all-goods production prices actually
declined by 1,5 per cent in the year to April 2005. 

While increases in the all-goods production price index occurred in the first three months
of 2005 when measured on a year-on-year basis, production prices declined absolutely
from the fourth quarter of 2004 to the first quarter of 2005. This decline amounted to an
annualised rate of 0,5 per cent and was entirely due to lower prices of imported goods,
as domestically produced goods prices rose somewhat.

An analysis of price movements shows that when inflation in the prices of domestically
produced goods exceeds that in the prices of imported goods, this can largely be
attributed to a rise in the cost of labour per unit of production. Compensation of employees
is an important component of overall production cost, accounting for roughly 51,5 per cent
of all income accruing to the different production factors in 2004. It can therefore be
expected that changes in nominal unit labour cost should broadly move in tandem with the
difference between domestically produced goods inflation and imported goods inflation.
Generally smaller increases in nominal unit labour cost in the manufacturing sector in the
past year or so contributed to the containment of domestically produced goods price
inflation. Consequently, the gap between domestically and imported goods price inflation
was further reduced, amounting to only 0,5 percentage points in April 2005 compared with
10,3 percentage points in January 2004. This relationship is clearly indicated in the graph
on the following page.

Mainly as a consequence of the rise in petrol prices, twelve-month CPIX inflation (i.e.
changes in the overall consumer price index for metropolitan and other urban areas,
excluding the interest cost of mortgage finance) rose from its most recent low of 3,1 per
cent in February 2005 to 3,8 per cent in April. Over and above the steep increase in
petrol prices, higher inflation in the prices of services not related to transport pushed
year-on-year CPIX inflation higher in April 2005. Notwithstanding the slight acceleration
in CPIX inflation in March 2005, the quarter-to-quarter pace of increase remained muted
at an annualised rate of 2,1 per cent in the first quarter of 2005, down from 5,0 per cent
in the preceding quarter.
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Production prices
Quarter-to-quarter percentage changes at annualised rates

Period Domestically Imported Overall 
produced goods goods production prices

2003: 1st qr...................................... 0,8 -6,1 -1,5
2nd qr .................................... 0,9 -11,4 -3,6
3rd qr ..................................... 4,3 -10,6 0,4
4th qr ..................................... -3,7 -7,7 -3,4
Year........................................ 3,9 -4,2 1,7

2004: 1st qr .................................... 4,8 -3,8 1,8
2nd qr ................................... 5,4 4,8 4,4
3rd qr ..................................... 2,5 -1,9 1,5
4th qr ..................................... -0,9 0,9 0,8
Year........................................ 2,3 -3,9 0,6

2005: 1st qr .................................... 0,7 -3,2 -0,5
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CPIX goods price inflation recorded a year-on-year rate of 2,7 per cent in April 2005 of
which 0,9 percentage points were accounted for by the higher petrol prices in that
month. Subdued year-on-year increases in food prices, which almost consistently
remained below the 3-per-cent level during the 19 months to April 2005, offset the
inflationary effects of higher energy prices in recent months. The price-reducing effect of
sustained rand strength also led to declines in the prices of clothing, footwear and
vehicles as well as muted increases in the prices of furniture and equipment in the past
year or so. Consequently, the quarter-to-quarter pace of increase in CPIX goods prices
decelerated meaningfully to an annualised rate of only 0,6 per cent in the first quarter of
2005, from higher rates of increase in preceding quarters.
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Domestically produced goods inflation in excess of imported 
goods inflation versus growth in nominal unit labour cost in the 
manufacturing sector
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 Growth in nominal unit labour cost in the manufacturing sector
 Domestically produced goods inflation in excess of imported goods inflation 
 (right-hand scale)

Inflation in CPIX components
Percentage change over same period in the previous year

Weights April 2005

Transport running cost ...................................................... 5,7 11,5
Alcoholic beverages and tobacco...................................... 3,1 7,7
Services excluding housing and transport ......................... 16,5 6,8
Housing services ............................................................... 13,4 5,9
Other goods (not included elsewhere) ............................... 17,5 3,4
Transport services ............................................................ 3,9 2,5
Food.................................................................................. 26,9 1,4
Furniture and equipment.................................................... 3,2 -0,1
Vehicles ............................................................................. 5,7 -1,4
Clothing and footwear ....................................................... 4,1 -3,1
Total CPIX ......................................................................... 100,0 3,8

Italics denote components of which year-on-year increases were within the inflation target range of between 3 and 6 per cent for the
latest available observation



Notwithstanding being substantially higher than CPIX goods price inflation during the past
two years, CPIX services price inflation decelerated consistently from a year-on-year rate
of 8,6 per cent in September 2003 to 5,6 per cent in February 2005, picking up somewhat
to 6,0 per cent in April. These were the lowest rates of increase in CPIX services prices
since the inception of the CPIX measure of price change in January 1997. The quarter-to-
quarter pace of increase in CPIX services prices broke through the upper limit of the
inflation target range to within the target, amounting to an annualised rate of 4,0 per cent
in the first quarter of 2005. This slowdown in services prices was fairly pervasive as all
services price categories experienced lower rates of increase in the first quarter of 2005.

Notwithstanding the success being achieved in lowering CPIX inflation to within the
inflation target range, continued high and volatile international crude oil prices seem likely
to restrict the further moderation in inflation in coming months. Fairly sizeable increases
in the prices of certain administered goods and services, i.e. water, education,
assessment rates and medical services in particular, countered the moderation of CPIX
inflation in recent months. In fact, when omitting these administered price increases from
the calculation, the level of year-on-year CPIX inflation in the other components of the
index would have been below 3 per cent in April 2005. Continued buoyancy in domestic
demand conditions is also expected to restrict the deceleration of inflation. By contrast,
muted increases in consumer food prices and lower wage settlement rates as well as
reasonably contained international price inflation, are likely to alleviate inflationary
pressures in the months ahead.
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Foreign trade and payments

International economic developments

Global economic growth moderated in the second half of 2004, but still expanded at a
rapid pace of 5,1 per cent for the year as a whole. This slowdown in global growth is,
however, expected to bottom out in 2005. The International Monetary Fund projected in
its latest World Economic Outlook that global real gross domestic product would
advance by a solid 4,3 per cent in 2005, underpinned by ongoing accommodative
macroeconomic policies, improving corporate balance sheets, supportive financial
market conditions, a gradual rise in employment and strong growth in China.

Among the developed economies, Japan surged in the first quarter of 2005 with real
value added increasing at a rate of 4,9 per cent following virtual stagnation in the
previous quarter. Economic growth in the euro area moderated in the second half of
2004 due to slower global growth, the strengthening of the euro and persistently high oil
prices, but expanded by 2,0 per cent in the first quarter of 2005. In the United States
real output growth moderated in the first quarter of 2005.

Economic activity in most emerging-market and developing countries exceeded
expectations in 2004. Countries in the emerging Asian region, especially China and India,
again outperformed most other countries. Economic output also picked up in most Latin
American countries, reflecting a combination of improved domestic policies and external
factors such as higher commodity prices. The increase in non-fuel commodity prices
benefited exporters of metals and agricultural commodities, while high oil prices favoured
oil-exporting countries like Mexico, Venezuela, Russia and Nigeria. Real output growth in
Africa, with its mix of agricultural and metals exporters as well as oil importers and
exporters, was also, on balance, moderately higher in 2004.

The current world economic outlook is still clouded by risks such as growing global
imbalances and high oil prices. Crude oil prices continued to be volatile and reached 
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Brent crude oil prices 

2004 2005

J F M A M J J A S O N D J F M A M J J A S O N D

US dollar per barrel

Brent crude spot price
Futures price (on 10 June 2005)

25

30

35

40

45

50

55

60



levels of around US$47 per barrel towards the end of January 2005 before dropping
below US$43 per barrel in early February after the elections in Iraq passed without
disruptions to oil production. Prices started to increase towards the end of February
and accelerated further during March after the International Energy Agency (IEA)
increased its estimate for global oil demand in 2005 for the third consecutive month.
Fuelled by a research report foreseeing a much higher range for the oil price, crude
prices increased above US$55 per barrel in early April. Crude oil prices remained
volatile but declined to levels of around US$47 per barrel towards the end of May after
the IEA lowered its forecasts for global oil demand slightly in April and May. Prices again
increased towards the end of May and early June due to lower US oil inventories and
concerns of higher demand during the summer travel season. Oil prices have since
declined to US$50 per barrel after the US distillate fuel inventories increased, but
rebounded on 9 June 2005 on concern that the Organization of the Petroleum
Exporting Countries would be unable to increase production due to limited spare
capacity. Current oil futures prices suggest oil prices of around US$55 per barrel in the
fourth quarter of 2005.

Since 1 January 2005, monetary policy has been tightened in countries such as
Australia, Brazil, Chile, Hong Kong, India, New Zealand, Taiwan, Thailand and the United
States. The central banks of the Czech Republic, Hungary, Israel and Poland have,
however, decided to lower their official interest rates since the beginning of 2005. The
Bank of Japan has kept official interest rates unchanged since 2001, but eased
monetary policy several times during 2003 and again in January 2004 by increasing the
target range for the outstanding balance on reserve accounts at the Bank of Japan.

Current account 2

Following the sharp deterioration in the fourth quarter of 2004, the deficit on the current
account of the balance of payments contracted moderately to an annualised value of
R54,5 billion in the first quarter of 2005. Expressed as a ratio of the country’s gross
domestic product, the deficit on the current account receded to 3,8 per cent in the first
quarter of 2005, from 4,0 per cent in the final quarter of 2004. The sizeable deficit in the
first quarter of 2005 was easily matched by surplus savings from the rest of the world. 
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2 The current-account flows
referred to in this section are
seasonally adjusted and
annualised.
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In the first quarter of 2005 both the trade deficit and the deficit on the service, income
and transfer account narrowed, as shown in the accompanying table.

Mainly on account of fairly robust international demand for South African mining
products, the physical quantity of exported goods increased throughout 2004. However,
in the first quarter of 2005 the volume of merchandise exports declined by about 1.1⁄2 per
cent. Over the same period, the rand prices of merchandise exports decreased by 
1.1⁄2 per cent on account of a decline in international commodity prices.

The value of merchandise exports accordingly declined by 3 per cent from the fourth
quarter of 2004 to the first quarter of 2005. In value terms the significant decreases noted
in almost all the subcategories of mining products were to some extent neutralised by an
increase in manufacturing exports, particularly in the subcategories vehicle and transport
equipment and chemical products. 

South Africa’s net gold exports declined by no less than 18.1⁄2 per cent from R35,0 billion
in the fourth quarter of 2004 to R28,4 billion in the first quarter of 2005. The physical
quantity of gold exported fell by almost 17 per cent from the high level in the fourth
quarter of 2004 when gold exports were lifted by sales from inventories. Over the longer
term gold output and export volumes drifted downwards, owing to, among other things,
persistent increases in the operating cost of the South African gold-mining industry as
mines are ageing. Recently strikes, operational shut-downs and the high number of
public holidays in the first quarter of 2005 also took their toll, as did some mines’ strategy
to process smaller quantities of ore with a high gold content in order to remain profitable.

In addition to the reduced production volumes, the realised price of gold in rand per fine
ounce declined by 2 per cent in the first quarter of 2005. Owing in part to the appreciation
of the US dollar, the average fixing price of gold on the London market declined from
US$434 per fine ounce in the fourth quarter of 2004 to US$427 per fine ounce in the first
quarter of 2005.

The value of merchandise imports declined by 5 per cent from the fourth quarter of 2004
to the first quarter of 2005, primarily attributable to a decline in the value of mining
products, especially mineral products. The value of manufactured imports decreased by
1,1 per cent, despite the importation of three passenger planes in the first quarter of 2005.

Because of South Africa’s high propensity to import, a slowdown in gross domestic
expenditure is usually accompanied by a weakening of merchandise imports. The
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Balance of payments on current account
Seasonally adjusted and annualised
R billions

2004 2005

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

Merchandise exports ......................... 260,7 278,0 286,3 290,7 278,9 282,1
Net gold exports ................................ 33,4 33,3 29,7 35,0 32,8 28,4
Merchandise imports ......................... -276,9 -320,7 -315,7 -334,4 -311,9 -317,6
Trade balance ................................... 17,2 -9,4 0,3 -8,7 -0,2 -7,1
Net service, income and current 
transfer payments .............................. -42,3 -42,7 -43,4 -48,6 -44,2 -47,4
Balance on current account ............. -25,1 -52,1 -43,1 -57,3 -44,4 -54,5



volume of imports, which had increased by 4.1⁄2 per cent in the fourth quarter of 2004,
decreased by an almost equal magnitude in the first quarter of 2005 as domestic
expenditure hesitated. The first-quarter decline in the volume of imports could partly be
ascribed to a smaller volume of crude oil imported. Aggregate rand prices of
merchandise imports declined by 1 per cent in the first quarter of 2005. 

Apart from the smaller trade deficit, the improvement on the current-account balance was
also enhanced by the narrowing of the services and income account deficit from 
R48,6 billion in the fourth quarter of 2004 to R47,4 billion in the first quarter of 2005. Higher
dividend payments to non-resident investors and a slight increase in payment for travel

South African Reserve Bank

23Quarterly Bulletin  June 2005

Real imports and exports of goods* and services
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services were more than offset by a sizeable reduction in interest payments on govern-
ment’s foreign debt as well as reduced payments for transportation. The lower payments
for transportation were consistent with a decline in the volume of imported goods.

Although the rand prices of both exports and imports continued to decline in the first
quarter of 2005, the decline in import prices was not sufficient to offset the decline in
commodity export prices and in the prices of other merchandise exports. Consequently,
South Africa’s terms of trade deteriorated slightly further in the first quarter of 2005.

Financial account

The surplus on the financial account of the balance of payments (including all unidentified
transactions on South Africa’s external account) was almost halved from R31,4 billion in
the fourth quarter of 2004 to R11,7 billion in the first quarter of 2005. As in the preceding
three quarters, the net inward movement of capital consisted mainly of portfolio and other
investment capital, which may be highly sensitive to global investor sentiment.

Foreign-owned assets in South Africa

Foreign direct investment into South Africa changed from an outflow (i.e. a reduction in
foreign direct investment liabilities) of R5,0 billion in the fourth quarter of 2004 to an
inflow of just R1,3 billion in the first quarter of 2005. This inflow of capital in the first
quarter resulted from the utilisation of credit facilities extended by foreign direct investors
to direct investment enterprises in the domestic economy.

Portfolio investment flows into South Africa declined from R22,7 billion in the fourth
quarter of 2004 to R7,8 billion in the first quarter of 2005. Non-resident investors
continued to accumulate South African equity assets through the Johannesburg
Securities Exchange SA (JSE) to the net value of R9,2 billion in the first quarter of 2005,
but they became net sellers of debt securities to the value of R0,6 billion in that quarter.

Other foreign investment into South Africa recorded an inflow of R24,7 billion in the first
quarter of 2005, which was almost twice the amount registered in the calendar year
2004 as a whole. This sizeable inflow could be attributed to a sharp increase in non-
resident rand-denominated deposits with South African banks. In addition, the private-
banking sector also increased its short-term loans from non-resident parties in the first
quarter of 2005.
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Net financial transactions not related to reserves
R billions

2004 2005

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

Change in liabilities .............................
Direct investment .......................... 8,7 -1,6 1,7 -5,0 3,8 1,3
Portfolio investment ...................... 5,1 14,1 3,0 22,7 44,9 7,8
Other investment .......................... 4,1 4,5 -2,9 7,8 13,5 24,7

Change in assets................................
Direct investment .......................... 0,4 -9,4 -0,6 -0,8 -10,4 -0,6
Portfolio investment ...................... 0,0 -1,5 -1,3 -3,2 -6,0 2,6
Other investment .......................... -3,0 6,2 4,0 10,9 18,1 -11,5

Total financial transactions*............... 15,1 27,1 22,6 31,4 96,2 11,7

* Including unrecorded transactions



In May 2005 regulatory approval was granted to Barclays Bank plc to acquire a controlling
interest in Absa Bank in a multibillion rand foreign direct investment transaction.

South African-owned assets abroad

Direct investment abroad by South African entities, which increased by R0,8 billion in the
fourth quarter of 2004, rose by a broadly similar amount in the first quarter of 2005 as
South African companies continued to expand their holdings of foreign direct investment
assets in the rest of the world.

Portfolio investment abroad by South African institutional investors switched from an
outflow of R3,2 billion in the fourth quarter of 2004 to an inflow of R2,6 billion in the first
quarter of 2005. This inflow was mainly related to the repatriation of funds held in foreign
debt securities by the private sector.

Other outward investment increased by R11,5 billion in the first quarter of 2005
compared with a contraction of R10,9 billion in the fourth quarter of 2004. The increased
claims of South African entities on non-resident parties emanated from an increase in
rand-denominated deposits by South African banks abroad, as well as an increase in
loans extended to non-resident banks. 

International reserves and liquidity position

South Africa’s accumulation of international reserves owing to balance of payments
transactions amounted to only R0,9 billion in the first quarter of 2005 compared with
R16,6 billion in the fourth quarter of 2004. In the preceding two calendar years, the
country’s net international reserve position improved by R51,8 billion and R52,1 billion,
respectively.

The South African Reserve Bank’s gross gold and other foreign reserves increased
gradually from US$14,8 billion at the end of December 2004 to US$15,9 billion at the
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end of March 2005. The method for valuing the gold component of the reserves was
changed from March; whereas up to February 2005 gold was valued at 90 per cent of
the average of the last ten fixing prices of the month on the London bullion market, from
March this was changed to 100 per cent of the price on the afternoon of the final trading
day of the month. This is aligned with modern accounting practice, and made a
difference of US$42 per ounce, or US$170 million in total, to the value of the reserves
at the end of March 2005. Official gross reserves rose further to US$17,2 billion at the
end of May. Simultaneously, the value of the private sector’s gross foreign assets
declined from US$18,0 billion at the end of December 2004 to US$16,5 billion at the
end of March 2005.

The international liquidity position of the Reserve Bank improved from US$11,4 billion at
the end of December 2004 to US$12,4 billion at the end of March 2005 and 
US$13,7 billion at the end of May.
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Foreign debt

Owing mainly to increased non-resident foreign-currency deposits with and loans
extended to the South African banking sector, the country’s outstanding foreign-currency
denominated debt rose by US$1,5 billion from the end of September to the end of
December 2004. Over the same period, outstanding rand-denominated debt increased by
US$1,3 billion as private-sector parties raised their long-term foreign borrowings.
Accordingly, South Africa’s total outstanding debt increased by US$2,8 billion from
US$39,5 billion at the end of September 2004 to US$42,3 billion at the end of December. 

The ratio of total foreign debt to gross domestic product declined considerably from
22,4 per cent in 2003 to 19,8 per cent in 2004, essentially reflecting the strengthening
of the exchange rate of the rand over that period. In comparison with other developing
countries these debt ratios were low.

Exchange rates 

The nominal effective exchange rate of the rand decreased by 6,8 per cent from end
December 2004 to the end of March 2005, with the largest depreciation recorded
against the US dollar and the British pound. From the end of March 2005 to end May,
the nominal effective exchange rate of the rand declined further by 4,4 per cent.
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Foreign debt of South Africa
US$ billions at end of period

2003 2004

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

Foreign-currency denominated debt... 27,4 27,9 27,4 26,4 27,9
Bearer bonds .................................. 9,7 9,6 9,5 9,6 9,7
Public sector................................... 4,9 4,4 4,6 4,7 4,9
Monetary sector.............................. 5,9 7,4 7,0 6,0 7,0
Non-monetary private sector........... 6,9 6,5 6,3 6,1 6,3

Rand-denominated debt ..................... 9,8 11,3 11,4 13,1 14,4
Bonds............................................. 4,2 4,4 3,9 5,1 5,5
Other .............................................. 5,6 6,9 7,5 8,0 8,9

Total foreign debt................................. 37,2 39,2 38,8 39,5 42,3

Exchange rates of the rand
Percentage change

31 Mar 2004 30 Jun 2004 30 Sep 2004 31 Dec 2004 31 Mar 2005
to to to to to

30 Jun 2004 30 Sep 2004 31 Dec 2004 31 Mar 2005 31 May 2005

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

* Against a basket of 13 currencies
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The somewhat weaker performance of the rand during the first five months of 2005
could probably be attributed, among other things, to:
- a rise in global interest rates;
- somewhat lower international commodity prices;
- the recovery of the US dollar;
- a weaker overall balance-of-payments position; and 
- the interest rate cut at the April meeting of the South African Reserve Bank’s

Monetary Policy Committee.

The real effective exchange rate of the rand decreased by 4,4 per cent from December
2004 to March 2005, after having increased on balance by 4,3 per cent over the twelve
months to December 2004.

The heightened volatility in the foreign-currency market pushed the net average daily
turnover in the domestic market for foreign exchange to US$13,9 billion in the first
quarter of 2005, from US$12,4 billion in the fourth quarter of 2004. The value of
transactions in which non-residents participated increased from US$9,2 billion per day
to US$10,5 billion per day over the same period. Participation by resident parties also
increased from an average of US$2,9 billion per day in the fourth quarter of 2004 to
US$3,1 billion per day in the first quarter of 2005.
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Monetary developments, interest rates and financial markets

Money supply 3

Growth in the broadly defined money supply, M3, accelerated to 18,6 per cent in the
fourth quarter of 2004 but decelerated to 5,8 per cent in the first quarter of 2005. The
moderation in the growth rate in M3 in the first quarter of 2005 was partly related to the
high base set in the previous quarter and the accumulation of government deposits in
January and March 2005 which was a reflection of better-than-expected government
revenue collections. (Government deposits are not part of M3.) Nevertheless, in absolute
terms the increase in M3 in the first quarter of 2005 remained firm, consistent with the
rapid growth in nominal income and expenditure and the rise in asset values.

Growth over twelve months in M3 remained firm and broadly unchanged at levels of
around 12 per cent in the two months to March 2005 as real final demand and prices in
the economy broadly maintained their earlier momentum, but then accelerated to 
15,0 per cent in April alongside indications of strong expenditure and economic activity.

Growth in the narrower monetary aggregates displayed diverging trends during the first
quarter of 2005, as shown in the accompanying table. Call and overnight deposits
declined in the first quarter, while cheque and transmission deposits rose briskly – a
phenomenon which partly may be explained by the prevailing relatively low interest rates.

The private corporate sector accounted for the bulk of the increase in M3 deposits during
the first quarter of 2005. This sector’s M3 deposit holdings increased by R32,1 billion
whereas those of the household sector declined by R0,2 billion. The increase in
corporate-sector deposit holdings was concentrated in deposits with maturities of less
than 32 days.

The accumulation of and preference for low interest-yielding but liquid deposits by the
corporate sector partly could be a reflection of a strong liquidity preference owing to the
relatively low interest rates, brisk output growth, and the need to hold money in order to
capitalise on speculative opportunities in the securities and real-estate markets.

The quarter-to-quarter seasonally adjusted and annualised growth in nominal gross
domestic product exceeded growth in M3 by 3,0 percentage points in the first quarter
of 2005 – the first time since the fourth quarter of 2002 that income growth exceeded
that of M3. Consequently, the income velocity of circulation of M3 increased from 
1,56 in the fourth quarter of 2004 to 1,57 in the first quarter of 2005. Nevertheless, the
income velocity of circulation of M3 remained close to historically low levels.
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3 The analysis in this section
is based on revised data, as
discussed in the note on the
corporatisation of the Public
Investment Commissioners
elsewhere in this Quarterly
Bulletin. The quarter-to-quarter
growth rates referred to in this
section are seasonally adjusted
and annualised.

Monetary aggregates
Per cent at quarter-to-quarter seasonally adjusted annualised rates

Quarter-to-quarter growth

4th qr 2004 1st qr 2005

M1A........................................................... 3,5 15,9
M1 ............................................................ 10,3 -0,7
M2 ............................................................ 20,5 4,5
M3 ............................................................ 18,6 5,8
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M3 increased by R32,0 billion from the end of the fourth quarter of 2004 to the end of the
first quarter of 2005. The accounting counterparts of these increases are tabled below.

The most prominent among the counterparts of the increase in M3 in the first quarter of
2005 were increases in net other assets and liabilities, and claims on the domestic
private sector. The increase in other assets and liabilities emanated from the requirement
that banks account for their positions in derivative instruments according to market
valuation, which in this instance caused a decline in the value of other liabilities. The
increase in banks’ claims on the private sector was mainly driven by the strong growth
in total loans and advances.

Net claims on the government sector were strongly affected by the redemption and
coupon interest payments on government bonds at the end of February 2005. The
decline in government deposits at the end of February 2005 was later partly reversed by
the higher-than-expected tax revenue collections towards the end of March 2005.

Credit extension

Favourable lending and borrowing conditions, strong business and consumer
sentiment, a rebound in the corporate sector’s demand for bank-intermediated funding
and the buoyancy of the real-estate and financial markets continued to support the
strength of private-sector credit extension. Growth over twelve months in bank loans
and advances extended to the domestic private sector continued at a brisk rate of
around 17 per cent in the two months to March 2005, but accelerated to 19,7 per cent
in April. The quarter-to-quarter seasonally adjusted and annualised growth in loans and
advances decelerated from 27,0 per cent in the fourth quarter of 2004 to 20,0 per cent
in the first quarter of 2005.

Total loans and advances4 increased by R36,4 billion during the first quarter of 2005.
Asset-backed credit accounted for R22,1 billion of the overall increase in loans and
advances extended to the private sector. The quarterly growth in the asset-backed
category decelerated from 28,8 per cent in the fourth quarter of 2004 to 22,5 per cent
in the first quarter of 2005.

Growth in mortgage advances was restrained by some financial restructuring during the
first quarter of 2005: One of the reporting banks’ mortgage book was absorbed by a
non-monetary institution in February, reducing banks’ mortgage advances, but the non-
monetary entity was financed by bank advances, thereby raising other loans and
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Counterparts of change in M3
R billions

2004 2005

Counterparts 4th qr 1st qr

Net foreign assets...................................................................... 3,2 3,2
Net claims on the government sector........................................ -0,1 -12,8

Gross claims........................................................................ 18,5 -25,5
Government deposits (decrease +; increase -) .................... -18,6 12,7

Claims on the private sector ...................................................... 68,5 22,1
Investments and bills discounted......................................... 22,6 -14,3
Total loans and advances .................................................... 45,9 36,4

Net other assets and liabilities ................................................... -54,7 19,5
Total change in M3 ................................................................... 17,0 32,0

4 Total loans and advances
to the domestic private sector
consist of instalment sale credit,
leasing finance, mortgage
advances, overdrafts, credit
card and general advances. The
first three categories are referred
to as asset-backed credit, while
the last three categories
together are referred to as other
loans and advances.



advances extended by banks. However, despite this shift mortgage advances still
recorded a considerable increase of some R16,1 billion in the first quarter of 2005. The
household sector was the main contributor to the overall increase in mortgage
advances. Twelve-month growth in such advances has remained at levels of around 
24 to 25 per cent since December 2004, consistent with the buoyant conditions in the
real-estate market.

Instalment sale and leasing finance, which is mainly intended for financing expenditure
on motor vehicles and other durable goods, increased by R6,0 billion in the first quarter
of 2005. Growth over twelve months in this aggregate has remained strong at levels of
around 20 per cent since December 2004, associated with brisk aggregate spending
growth which was also supported by the relatively stable prices of new motor vehicles
and other durables and attractive incentives offered to prospective buyers.

Growth over twelve months in other loans and advances accelerated from 5,4 per cent
in December 2004 to 12,9 per cent in April 2005. Such loans increased by R14,3 billion
in the first quarter of 2005, mainly reflecting more intensive use of this type of bank-
intermediated funding by the corporate sector.
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Credit aggregates

Component

Percentage contribution
Quarterly changes to change in total loans

R billions and advances

2004 2005 2004 2005
4th qr 1st qr 4th qr 1st qr

Asset-backed credit................................... 35,1 22,1 76,4 60,7
Instalment sale credit and leasing finance 6,4 6,0 14,0 16,5
Mortgage advances.............................. 28,7 16,1 62,5 44,2

Other loans and advances ......................... 10,8 14,3 23,5 39,3
Total loans and advances......................... 45,9 36,4 100,0 100,0
unted.
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The continued firm growth in asset-backed loans at rates of more than 10 per cent since
November 2000 suggests prolonged favourable bank lending conditions, as also
reflected by the non-performing loans of the banking sector declining as a percentage
of total loans and advances.

Interest rates and yields

Against the backdrop of a significant decline in inflation expectations and a generally
favourable outlook for inflation, the Reserve Bank’s Monetary Policy Committee (MPC)
reduced the repurchase rate by 50 basis points to 7 per cent on 14 April 2005, having kept
the rate unchanged at 7.1⁄2 per cent since 13 August 2004.  At the June 2005 meeting, the
MPC decided to keep the repurchase rate unchanged at 7,0 per cent. The repurchase rate
(or lowest rate at the Reserve Bank’s accommodation window) is currently at its lowest
level since 1980. The April and June 2005 MPC statements discussing the background to
these decisions are reproduced in full elsewhere in this Bulletin.

The private-sector banks followed the lead of the Reserve Bank and lowered their prime
overdraft rates and predominant rate on mortgage loans by half a percentage point to 
10.1⁄2 per cent on 15 April 2005. With the repurchase rate unchanged at the June 2005
MPC meeting, banks left their lending rates unchanged.

The South African Overnight Interbank Average (SAONIA) rate varied around an average
level of 6,62 per cent in the three months to 31 March 2005. The SAONIA rate declined
later by a cumulative 105 basis points from 7,06 per cent on 13 April 2005 to 6,01 per
cent on 3 May 2005, partly reflecting the cut in the repurchase rate and developments
in the interbank funding market. It amounted to 6,33 per cent on 13 June 2005.

Other money-market interest rates remained relatively stable during the first quarter of 2005,
but declined alongside the repurchase rate in April 2005. For instance, the three-month
Johannesburg Interbank Agreed Rate (Jibar) increased marginally by 12 basis points from
the beginning of January 2005 to 7,59 per cent on 14 April 2005 but declined by 59 basis
points to 7,00 per cent on 15 April 2005. It amounted to 6,95 per cent on 10 June 2005.
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Similarly, the tender rate on 91-day Treasury bills stabilised around 7,20 per cent in the
three months to 14 April 2005 but declined to 6,75 per cent on 15 April. Stable demand
for liquid assets helped to ensure very little variation in the 91-day Treasury bill rate,
which came to 6,73 per cent at the end of April and 6,76 per cent on 10 June 2005. 

In order to widen the range of short-term government debt instruments the authorities
started issuing 273-day Treasury bills from 29 April 2005. By 10 June 2005 a total
amount of R350 million in 273-day bills was outstanding with the latest tender rate at
6,65 per cent.

Movements in forward rate agreements (FRAs) recently displayed a systematic
correlation with changes in the exchange rate of the rand, but reflected the full impact
of the April change in the repurchase rate, as shown in the accompanying graph. The
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Forward rate agreements and the exchange rate of the rand

FRA curve as at 31 March 2005
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rate on the 9x12-month forward rate agreement rose by 85 basis points from 4 January
to 5 April 2005 but declined by almost 60 basis points in the 24 hours following the 
14 April 2005 reduction in the repurchase rate, and declined somewhat further to a low
point of 6,87 per cent on 20 April. The 9x12-month FRA subsequently rose marginally
to 6,91 per cent on 10 June 2005. 

After a decline of 140 basis points from July 2004 to December 2004 the predominant rate
on twelve-month fixed deposits of the private-sector banks remained at 6,4 per cent to
April 2005, despite the lowering of the repurchase rate in that month. In May 2005 the
predominant twelve-month fixed deposit rate was lowered to 6,2 per cent. The maximum
annual finance charges rates on money loans and credit and leasing transactions, as laid
down by the Usury Act, have remained unchanged since 17 September 2004.

After a reduction of 75 basis points in January 2005 the rates of interest on RSA
Government Retail Bonds remained unchanged to the end of June and amounted to
8,25 per cent on the 5-year bond, 7,75 per cent on the 3-year bond and 7,50 per cent
on the 2-year bond. The prevailing interest rates are priced off the government bond
yield curve and are changed when the yields of equivalent government bonds move
either negatively or positively by more than 50 basis points.

From record low levels previously experienced in the early 1970s, long-term bond yields
displayed an upward bias from the end of February 2005 when persistently high oil prices
revived inflation concerns. The daily average yield on the long-term R157 government
bond (maturing in 2015) initially fluctuated around a declining trend from a recent high of
10,53 per cent on 15 June 2004 to a record low of 7,69 per cent on 28 February 2005
as the exchange value of the rand appreciated and the inflation outlook improved. The
downward momentum in the long-term bond yield slowed down after the repurchase rate
was kept unchanged at the February 2005 meeting of the MPC. Subsequently, long-term
bond yields increased to 8,77 per cent on 5 April, coinciding with fluctuations in the
exchange value of the rand and an upward movement in bond yields in the major
international financial centers from February 2005 to March. Bond yields fell to 8,06 per
cent on 20 April after a brief rally in the bond market when the repurchase rate was
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lowered on 14 April, but thereafter rose to 8,50 per cent on 18 May before declining to 
8,01 per cent on 10 June. The upward bias in domestic bond yields from the end of
April 2005 was in contrast to a renewed downward movement in bond yields in the
major international markets. Bond yields in the major international markets generally
started to trend downwards from mid-March 2005, reversing an upward trend from
mid-February 2005, alongside growing concerns regarding a possible prolonged
slowdown in global growth.

Due to the brisk decline in nominal bond yields from June 2004 the real or inflation-
adjusted yield on long-term government bonds (using historical year-on-year increases
in CPIX as an indicator of expected future price changes) declined from a recent high of
5,8 per cent in August 2004 to 3,9 per cent in December. Subsequently, the real yield
increased to 4,5 per cent in April as nominal bond yields increased while inflation
remained relatively subdued.

From record low levels at the end of February 2005 the level of the yield curve moved
upwards during March 2005 as the somewhat weaker exchange value of the rand and
the increase in the price of oil stifled expectations of declining inflation. Yields at the
extreme short end of the curve generally remained anchored to the repurchase rate while
pronounced increases were evident along the rest of the curve. The upward movement
continued into April before bond yields across the curve responded to the 14 April MPC
decision to lower the repurchase rate: The short end of the curve declined sharply while
the rest of the curve also moved lower as demand for longer duration assets increased.
The long end of the yield curve moved higher to 10 June 2005 as a weaker exchange
value of the rand and high oil prices heightened short-term inflation concerns.

Some deterioration in the inflation outlook was apparent from the recent upward trajectory
in the break-even inflation rate. This approximation of expected long-term inflation is
calculated as the difference between the nominal yield on conventional bonds and the real
yield on inflation-linked bonds within the five-to-eight-year maturity range. After decreasing
sharply from above the 6-per-cent level early in May 2004 to a historical low of 3,66 per
cent on 28 February 2005, expected long-term inflation derived in this way fluctuated
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higher to 4,41 per cent at the end of May 2005. The rate came to 4,26 per cent on
10 June 2005. The upward movement in break-even inflation was magnified somewhat
by declining market-determined real yields on inflation-linked bonds from mid-January
2005 to 10 June as demand for these bonds increased.

Tracking a widening of emerging-market bond spreads due to a reversal in global risk
appetite, the sovereign risk premium on South Africa’s foreign currency-denominated
bonds trading in international markets started to increase from February 2005. After
declining by 106 basis points from May 2004 to January 2005, the spread of the ten-
year South African government US dollar-denominated bond over the yield on United
States Federal Government securities of similar maturity, increased by 17 basis points
to a spread of 105 basis points in May 2005. The yield spread of the JP Morgan
Emerging Markets Bond Index (EMBI+), which traces total returns for external currency-
denominated debt instruments of the emerging markets, declined by 165 basis points
from May 2004 to February 2005 before widening by 29 basis points to May.

The currency risk premium on South African government bonds (measured as the
differential between South African government bond yields on rand-denominated debt in
the ten-to-twelve-year maturity range issued in the domestic market and dollar-
denominated debt issued in the United States market) also increased from 205 basis
points in February 2005 to 308 basis points in May. However, the widening occurred
mostly as a result of an increase in bond yields in the domestic market while the equivalent
yields on off-shore bonds moved mostly sideways over the same period. 

Money market

During the first part of 2005 until late May, the Reserve Bank maintained the amount of
liquidity it was ready to supply at the weekly main repurchase tender at a level of R13 billion. 

The statistical counterparts of the money-market liquidity flows from January to May
2005 are shown in the accompanying table.

The Reserve Bank’s creaming-off operations continued through measured buying of
foreign exchange from the market, raising the Bank’s foreign exchange reserves by
US$2,5 billion and expanding money-market liquidity by R16,8 billion in the five months
to the end of May 2005.
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Money-market liquidity flows
R billions (easing +, tightening -)

Jan-Mar 2005 Apr-May 2005

Notes and coin in circulation .............................................. -0,6 1,0
Required cash reserve deposits ......................................... 0,3 -1,1
Money-market effect of Reserve Bank’s foreign exchange
transactions ....................................................................... 6,1 10,7
Government deposits......................................................... 6,4 -7,6
Use of liquidity management instruments*.......................... -0,7 2,4
Government redemption and interest payments to Bank.... -10,1 0,0
Other items net .................................................................. -1,4 -5,4
Banks’ liquidity requirement ............................................. 0,0 0,0

* Reserve Bank debentures and reverse repurchase transactions



The amount of liquidity-draining instruments employed by the Reserve Bank was
managed in such a way that factors impacting on money-market liquidity were broadly
offset. Having declined by R4,9 billion during February 2005 to R19,5 billion over the
month-end, the outstanding amount of interest-bearing liquidity-draining instruments
decreased marginally to R17,8 billion at the end of May. Of note is that at the end of
February 2005, the outstanding longer-term reverse repurchase transactions with
private-sector banks reached a low of R7,0 billion – partly attributable to the reduction
of bonds in the Bank’s Monetary Policy Portfolio with the redemption of the 
R151 government bond. The use by type of money-market intervention instrument is
reflected in the accompanying table, which also captures the lengthening of the maturity
of Reserve Bank debentures which was brought about from March 2005.

During February 2005, the Bank received zero-coupon bonds to the value of R2,5 billion
as part of the R7 billion directed to defray the losses on the Gold and Foreign Exchange
Contingency Reserve Account. On 1 April 2005, National Treasury paid the remaining
R4,5 billion in zero-coupon bonds to the Bank. The bonds received from the National
Treasury were subsequently exchanged for marketable bonds which are used in the
Bank’s open-market operations.

Following a decline of R2,0 billion in notes and coin in circulation outside the Reserve
Bank during January and February 2005, an increase of R2,7 billion was recorded in
March, mainly on account of the higher demand for cash during the holiday period.
Notes and coin, on balance, fell by an amount of R1,0 billion in April and May 2005.
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Outstanding balances of selected money-market intervention instruments
R billions

End of Reserve Bank
debentures Reverse repurchase Total instruments

agreements outstanding
28 day 56 day

2004: Jul.............................. 9,1 0,0 12,0 21,1
Aug............................ 9,0 0,0 11,0 20,0
Sep............................ 7,8 0,0 9,5 17,3
Oct ............................ 8,2 0,0 10,5 18,7
Nov............................ 9,9 0,0 11,3 21,2
Dec............................ 11,9 0,0 7,6 19,5

2005: Jan ............................ 13,2 0,0 11,2 24,4
Feb ............................ 12,5 0,0 7,0 19,5
Mar ............................ 10,2 2,8 7,2 20,2
Apr............................. 6,7 6,2 7,1 19,9
May............................ 6,1 5,1 6,6 17,8
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Changes to refinancing operations

Subsequent to the release of a consultative paper titled “Modifications to the Money Market
Operations of the South African Reserve Bank” on 10 December 2004, the South African Reserve
Bank consulted extensively with market participants. The changes ultimately decided upon were
implemented from 25 May 2005. The following changes were introduced:

- The Reserve Bank started announcing its estimate of the average daily market liquidity
requirement and the expected range thereof for the coming week on the Wednesday morning
prior to the main weekly repurchase auction. This would assist the banks in tendering. While
normally the full amount tendered by each bank would be allotted, this would remain at the Bank’s
discretion. 

- Whereas previously supplementary square-off tenders at the fixed repurchase rate were
frequently conducted, they would henceforth be restricted to instances where unexpected
developments occurred giving rise to significant liquidity imbalances. This facility could also be
offered towards the end of the reserve maintenance period to assist banks in complying with the
averaging of reserves against their liquidity requirements.

- The rule in terms of which a bank first had to withdraw funds from its cash reserve account before
making a deposit was abolished since the supplementary clearing and reverse facilities were
phased out as regular features. This was expected to promote more active use of banks’ cash
reserve balances. 

- Standing facilities (previously referred to as final clearing or reverse repurchase tenders) to
accommodate banks with short or long liquidity positions would henceforth be available at a
spread of 50 basis points above or below the prevailing repurchase rate. The spread was also
expected to act as a corridor within which interbank overnight rates would vary. These facilities
would be available to all banks (both clearing and non-clearing), over and above the weekly main
repurchase tenders and access to cash reserves.

- The South African Multiple Option Settlement (SAMOS) system penalty rate at a fixed 500 basis
points above the prevailing repurchase rate would replace the marginal lending facility. This facility
provides a final but expensive option to bridge banks’ temporary liquidity needs, with its high cost
encouraging banks to settle their overdrawn positions in the position window period.

As could be expected, from 25 May the recently implemented changes resulted in variability in the
repurchase agreement amounts allotted at the Wednesday auctions. This is illustrated in the
accompanying table. As expected, banks also immediately started using the standing facilities
alongside their cash reserve balances at the Bank to square-off their end-of-day positions. So far no
supplementary repurchase auctions have needed to be conducted. 

Amounts allotted at the main repurchase auctions on Wednesdays
R billions

Date Amount

4 May 2005 ......................................................................................... 13,0
11 May 2005 ........................................................................................ 13,0
18 May 2005 ........................................................................................ 13,0

25 May 2005 ........................................................................................ 13,2
1 June 2005......................................................................................... 12,7
8 June 2005......................................................................................... 11,3

Interbank overnight rates have varied within the interest rate range set by the standing facilities, as
shown in the graph on the following page.



Bond market

Total net issues of fixed-interest securities by public-sector borrowers in the domestic
primary bond market amounted to R39,8 billion in fiscal 2004/05 compared to net issues
of R31,5 billion in fiscal 2003/04. Net redemptions of government bonds to the value of
R19,6 billion occurred in February 2005, somewhat less than the R22,9 billion redeemed
the previous February, and included the repayment of the R151 government bond, the
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second of the three tranches of the R150 government bond. The remaining daughter
tranche of the R150 government bond, namely the R152, matures on 28 February 2006. 

On 20 April 2005 the National Treasury confirmed that the borrowing requirement to be
financed in the domestic market, despite revenue overruns, would remain unchanged.
In the 2005/06 Budget national government projected an amount of R25,8 billion to be
raised through net domestic bond issuance in fiscal 2005/06. However, foreign-currency
denominated debt would not be issued in the current fiscal year due to the strong
revenue overruns. An amount of R12 billion was originally projected to be raised through
foreign loans in the 2005/06 Budget. National government previously raised R6,4 billion
through the issuance of a US$1 billion ten-year global bond in the international bond
markets in June 2004, the only such issue by the South African Government in fiscal
2004/05.

Since its launch in May 2004 sales of the RSA Government Retail Bonds have reached
R1,417 billion up to the end of May 2005. The 2-year bond proved to be the most
popular investment, representing 56 per cent of total sales.

In April 2005 the City of Johannesburg launched an eight-year R700 million bond,
bringing its total nominal value of bonds in issue to R2,7 billion since entering the capital
market during 2004.

The outstanding nominal value of private-sector loan stock listed on the Bond Exchange
of South Africa increased from R58,4 billion in December 2003 to R77,7 billion in
December 2004. Subsequently, the issuance of such instruments fell back from 
R6,7 billion in the fourth quarter of 2004 to R1,1 billion in the first quarter of 2005.
Further listings of R5,3 billion occurred in April and May 2005, bringing the total
outstanding nominal value to R84,2 billion. 

Short-term funding maintained its momentum in 2005 and the value of commercial
paper listed on the Bond Exchange of South Africa increased by R3,9 billion in the first
five months to reach R19,6 billion. In line with the intention to centralise the clearing and
settlement of the over-the-counter market the Bond Exchange announced that it
facilitated the first electronic settlement of non-listed commercial paper in April 2005. Up
to the end of May 73 trades in non-listed instruments were effected through the formal
exchange, amounting to R1,5 billion.

Investors’ interest in rand-denominated bonds in the international bond markets waned
in the first four months of 2005 before rebounding in May. New issues of rand-
denominated bonds by non-residents exceeded scheduled redemptions by R1,5 billion
during the first five months of 2005. In 2004, when nominal yields on rand-denominated
bonds were higher than in 2005, the net issuance of such instruments amounted to
R3,1 billion.

Trading activity on the Bond Exchange of South Africa amounted to R4,1 trillion in the
first five months of 2005, 8 per cent higher than the turnover of R3,8 trillion recorded in
the corresponding period of 2004.

After recording net sales of R5,3 billion in January 2005, non-residents reverted to being
net purchasers of South African debt securities from early in February 2005. Their interest
continued to improve and net purchases of bonds were recorded in the subsequent
months up to the end of May 2005. Notwithstanding the large net sales in January total
cumulative net purchases of bonds amounted to R6,2 billion in the first five months of
2005. In 2004 non-resident net purchases of bonds amounted to only R0,4 billion.
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Share market

After a sharp decline from R28,7 billion in the second quarter of 2004 to R4,7 billion in the
fourth quarter, the total value of equity capital raised in the domestic and international
primary share markets by companies listed on the JSE increased markedly to R8,3 billion
in the first quarter of 2005. Equity financing amounted to a further R2,0 billion in April and
May 2005. Of the total amount of R10,3 billion raised in the first five months of 2005, the
industrial sector accounted for 72 per cent. In 2004 companies in the resources sector
accounted for more than 60 per cent of the total capital raising activity while the industrial
sector accounted for only 11 per cent.

Along with the upward trajectory in share prices, turnover in the secondary share market
continued at a brisk pace in the first five months of 2005. From a record high of 
R298 billion in the fourth quarter of 2004 turnover amounted to a still high R277 billion
in the first quarter of 2005. Trading activity on the JSE remained lively in the ensuing
months when share prices reached new record high levels in May. Turnover in the five
months to May 2005 amounted to R456 billion, representing an increase of 12 per cent
over the R407 billion traded in the corresponding period of 2004.

The number of companies listed on AltX, the alternative exchange of the JSE for small to
medium-sized companies, stood at 11 at the end of May 2005. After becoming active
from the end of January 2004 turnover on AltX gradually improved and amounted to 
R44 million for the year 2004 as a whole. In the first five months of 2005 the value of
shares traded on AltX amounted to R46 million.

Subsequent to commencing trade on 28 February 2005 Yield-X, the new interest rate
platform of the JSE, recorded 45 deals which represented 5 799 contracts to the value
of R3,6 billion up to the end of May. The focus of the exchange is on interest rate
derivatives, and trade in futures on FRAs dominated turnover on Yield-X in the initial
months of its existence. 

Non-residents’ net purchases of shares amounted to R9,2 billion in the first quarter of
2005, down from the record-high net purchases of R21,0 billion recorded in the fourth
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quarter of 2004. Subsequently, non-residents maintained their interest in the South
African share market with further net purchases in April 2005 before they became net
sellers of shares in May. From the beginning of 2005 to the end of May, non-residents’
net purchases of shares amounted to R11,2 billion. In the corresponding period of 2004
non-residents’ net purchases of shares amounted to R8,9 billion while net purchases of
R32,9 billion were recorded in the year as a whole. 

After reaching new record highs in March 2005, partly on account of general optimism
regarding domestic economic growth, benign inflation data, higher commodity prices and
support from world equity markets, share prices fell back in April alongside weaker global
equity markets. The monthly average price level of all classes of shares listed on the JSE
increased by 33 per cent from July 2004 to March 2005, before declining by 3 per cent
to April 2005. Share prices then increased by 1 per cent to May alongside a weaker
exchange value of the rand and a mild improvement in global equity markets. The
domestic share market outperformed most major international markets in the course of
2004 and the first months of 2005. In rand terms the monthly average price level of all
classes of shares increased by 23 per cent, and in dollar terms by 42 per cent from
January 2004 to March 2005. In comparison the S&P 500 composite price index of the
United States stock market declined by 5 per cent from February 2004 to August before
increasing by 10 per cent to March 2005. However, the domestic all-share price index
subsequent to March 2005 declined by 2 per cent in rand terms and by 7 per cent in
dollar terms to May 2005, with the latter decline surpassing the decline of 1 per cent
recorded in the S&P 500 index over the same period. This partly may explain the net
selling of shares by non-residents in May after vigorous net purchases were recorded
during 2004 and the first months of 2005.

All the major sectors benefited from the strong performance of the share market during
2004 and the early months of 2005. The monthly average price level of the resources
sector increased by 25 per cent from July 2004 to March 2005 as the upward
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momentum in the share market was supported by strong demand for resources shares.
Financial shares already picked up from June 2004 and increased by 45 per cent to
March 2005, benefiting from the lower interest rate environment and news of Barclays
Bank plc’s interest in acquiring a controlling interest in Absa Bank. Over the same period
industrial shares increased by 37 per cent, reflecting the general optimism concerning
South Africa’s domestic growth prospects. From these high levels domestic share prices
initially fell back in April alongside lower commodity prices and weaker global equity
markets before recovering to new record highs towards the end of May and early June.

From a then all-time high on 17 March 2005 the daily closing level of the all-share price
index declined by 9 per cent to 28 April following some profit-taking, lower commodity
prices and weaker international equity markets due to concerns that the rising price of
oil may dampen global economic growth. The daily all-share index then rebounded by
14 per cent to a new all-time high on 13 June alongside a weaker exchange value of the
rand and support from world markets. The rebound was led by an increase of 23 per
cent in resources shares while the industrial index increased by 11 per cent and the
financial index by 8 per cent over the same period. On balance, the record high of the
all-share index on 13 June 2005 represented an increase of 46 per cent from a recent
low on 18 May 2004.

The strong rise in share prices from the second half of 2004 took the price-earnings ratio
of all classes of shares from 13,2 in July 2004 to 15,2 in January 2005. The upward
movement halted in January and the price-earnings ratio declined to 13,7 in May. The
dividend yield on all classes of shares also changed course over the same period and
decreased from a high of 3,2 per cent in July 2004 to 2,7 per cent in February 2005,
before increasing to 2,8 per cent in May.

Market for derivatives

Trading activity on the Financial Derivatives Division of the JSE waxed and waned
somewhat during the course of 2004 but showed a marked improvement towards the
end of 2004 and the first months of 2005. Alongside the strengthening in the underlying
share market, the total number of futures and options on futures contracts traded
increased from 7,9 million contracts in the second quarter of 2004 to trades in excess of
10 million contracts in both the last quarter of 2004 and the first quarter of 2005. Although
trade fell back to a quarterly rate of less than 10 million contracts in April and May 2005,
the cumulative number of trades in the first five months of 2005 at 16,3 million contracts
still exceeded the total number of contracts traded in the corresponding period of 2004
by 13 per cent.

The number of warrants traded on the JSE also rose from 1,3 billion contracts in the third
quarter of 2004 to 1,7 billion contracts in the first quarter of 2005. Despite the
fluctuations in share prices, trade in warrants increased to a quarterly rate of 2,3 billion
contracts in April and May 2005. Cumulative trade in the first five months of 2005 was
30 per cent higher than in the corresponding period of 2004. The high trade volumes
probably encouraged new listings and the number of warrants listed on the JSE
continued to increase steadily from 297 in January 2004 to 374 in May 2005. 

The number of commodity futures contracts and options on such contracts traded on
the Agricultural Products Division of the JSE increased from 379 000 contracts in the
second quarter of 2004 to 488 000 contracts in the fourth quarter, before falling back
to 483 000 contracts in the first quarter of 2005. Trade decreased to a quarterly rate of
only 279 000 contracts in April and May 2005, influenced by, among other things, large
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carry-over maize stocks and expectations of a record supply of maize in the current
season. The spot price of white maize as quoted by the JSE Agricultural Products
Division more than halved as it fell back from R1 025 on 1 November 2004 to as low
as R471 per ton on 25 February 2005. Maize prices subsequently edged higher to an
average of R562 per ton in May 2005. Prices this low were previously experienced in
September 2000.

Real-estate market

The real-estate market continued to remain buoyant in the first four months of 2005. The
overall seasonally adjusted value of turnover, measured by transfer duty paid, increased
sharply from an average monthly level of R504 million in the first half of 2004 to R599 million
in the second half before accelerating even further to an average of R638 million in the first
quarter of 2005. In 2005 the first four months’ average level of transfer duty paid
represented an increase of 37 per cent when compared with the same period of 2004.

An indication of a slowdown in the growth of real-estate prices is, however, evident from
the deceleration in the year-on-year rate of increase in house prices, as measured by
Absa, from a most recent high of 35,4 per cent in October 2004 to 22,5 per cent in May
2005. The decelerating momentum was also evident from the progressive slowing in the
month-on-month rate of increase from 3,0 per cent in January 2004 to 0,7 per cent in
May 2005.
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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 and local governments and non-financial public-sector business enterprises)
resulted in a cash deficit of R27,3 billion in fiscal 2004/05, virtually the same amount as
in the previous fiscal year. As a ratio of gross domestic product, the non-financial public-
sector cash deficit amounted to 1,9 per cent in fiscal 2004/05 compared with 2,1 per
cent in fiscal 2003/04.

The activities at the various levels of government influencing the non-financial public-
sector borrowing requirement are summarised in the accompany table. Notably, at the
level of national government, a revenue overrun led to a decrease in the cash deficit from
R34,2 billion in fiscal 2003/04 to R32,0 billion in fiscal 2004/05.
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Non-financial public-sector borrowing requirement
R billions

Level of government 2003/04* 2004/05*

National government........................................................ 34,2 32,0
Extra-budgetary institutions ............................................. -1,2 -1,1
Social security funds........................................................ -4,4 -4,1
Provincial governments .................................................... 2,2 -2,3
Local governments .......................................................... 5,1 8,6
Non-financial public enterprises ....................................... -8,6 -5,8
Total ................................................................................ 27,3 27,3

* Deficit +, surplus –
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An analysis of the Provincial Revenue Fund Statements indicates that provincial
governments recorded a cash deficit of R4,2 billion in the January-March quarter of
2005, bringing the cash surplus to R2,3 billion in fiscal 2004/05. A cash deficit of R2,2
billion was recorded in the previous fiscal year. The main source of provincial
governments’ cash receipts – grants from national government – amounted to 
R185,1 billion in fiscal 2004/05 or 14,6 per cent more than in fiscal 2003/04. Grants
include the equitable share of revenue allocated to provinces and conditional grants,
which are earmarked for specific purposes. The provincial governments’ bank deposits
increased from R8,4 billion at the end of March 2004 to R12,7 billion at the end of March
2005, while their overall indebtedness to banks increased from R3,2 billion to R3,9 billion
over the same period.

National government finance

Unaudited data indicate that national government expenditure in fiscal 2004/05
amounted to R368,1 billion – R0,8 billion less than the original budgetary provision and
R2,0 billion less than the revised estimate presented to Parliament by the Minister of
Finance in February 2005. This resulted in a year-on-year rate of increase in national
government expenditure of 12,0 per cent in fiscal 2004/05, which was less than the
original budget target of 12,2 per cent. The year-on-year rate of increase in national
government expenditure in fiscal 2004/05 was lower than the increase of 12,8 per cent
recorded in the previous fiscal year and exceeded the average year-on-year rate of
increase of 9,0 per cent in the five fiscal years prior to 2003/04. In real terms national
government expenditure increased at a year-on-year rate of 7,9 per cent in fiscal
2004/05 compared with a rate of increase of 7,2 per cent recorded a year earlier. 

Payments for capital assets amounted to R5,7 billion in fiscal 2004/05, or 18,6 per cent
more than in the same period of the previous fiscal year when capital asset acquisition
was at a low ebb. This rate of increase is significantly higher than the originally budgeted
increase of 6,8 per cent provided for the full fiscal year. The Budget Review 2004
projected that payments for capital assets would amount to R5,2 billion for fiscal
2004/05 as a whole.
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Interest paid on national government debt was well contained, increasing by 5,6 per
cent to amount to R48,7 billion in fiscal 2004/05. Interest payments were originally
budgeted to increase at a rate of 8,9 per cent in fiscal 2004/05. This saving was the
result of, among other things, the lower domestic interest rates and the lower interest
payments to non-residents due to the stronger exchange rate of the rand. Domestic
interest payments amounted to R44,6 billion compared with an original budget provision
of R44,2 billion, whereas interest paid on foreign debt amounted to R4,1 billion
compared with R6,0 billion originally budgeted for 2004/05. In fiscal 2004/05 interest
payments as a ratio of gross domestic product amounted to 3,5 per cent, compared
with 3,6 per cent in fiscal 2003/04.

National government transferred R164,1 billion, equivalent to 44,6 per cent of its total
expenditure, to provincial governments as their equitable share of nationally raised
revenue. In fiscal 2004/05 these transfers increased by 13,4 per cent which was also
higher than the originally budgeted increase of 10,5 per cent.

National government expenditure as a ratio of gross domestic product amounted to
26,2 per cent in fiscal 2004/05, higher than the 25,7 per cent recorded in the preceding
fiscal year. This ratio was slightly lower than the originally budgeted ratio of 27,7 per cent
and almost the same as the revised ratio indicated in the Budget Review 2005. After
allowing for cash-flow adjustments (i.e. transactions recorded as a result of timing
differences between the recording of transactions and bank clearances, and late
departmental requests for funds), national government’s cash expenditure amounted to
R363,7 billion in fiscal 2004/05, which was 11,0 per cent higher than in the previous
fiscal year.

The Statement of national government revenue, expenditure and borrowing indicates
that unaudited national government revenue increased by 16,2 per cent to amount to
R347,3 billion in fiscal 2004/05, R20,3 billion more than the original budget estimate and
R9,3 billion more than the revised estimate of R338,0 billion presented to Parliament in
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February 2005. This rate of increase was much higher than the rate of increase of 
9,4 per cent originally envisaged in the Budget for fiscal 2004/05 and also higher than
the revised increase of 13,1 per cent stated in the Budget Review 2005. It was also
substantially higher than the rate of increase of 7,2 per cent recorded in the previous
fiscal year, and higher than the average year-on-year rate of increase of 11,2 per cent in
the five fiscal years preceding 2003/04.

Almost all the components of revenue outperformed originally budgeted revenues. Taxes
on property continued to reflect the robust trading activity in the real-estate market.
Domestic taxes on goods and services also grew strongly, indicating the continued
buoyancy in consumer spending. The strong growth in taxes on international trade and
transactions reflects the rising import volumes related to buoyant domestic expenditure
and the relative strength of the exchange value of the rand.

National government revenue as a ratio of gross domestic product amounted to 24,7 per
cent in fiscal 2004/05, moderately up from the ratio of 23,4 per cent recorded in the
previous fiscal year. National government revenue was originally budgeted to amount to
24,6 per cent of gross domestic product in the February 2004 budget estimates, but was
revised to 24,1 per cent in the Budget Review 2005. National government’s cash revenue
(adjusted for timing differences between the recording of transactions and bank
clearances) in fiscal 2004/05 virtually equalled the cash book revenue.

The net result of the higher-than-budgeted revenue and lower-than-budgeted
expenditure according to the Statement of national government revenue, expenditure
and borrowing was a cash book deficit of R20,8 billion in fiscal 2004/05 compared with
a deficit of R29,9 billion a year earlier. This deficit was much lower than the originally
budgeted deficit of R41,9 billion, and also lower than the revised estimate of 
R32,2 billion presented to Parliament in February 2005. The national government deficit
before borrowing and debt repayment as a ratio of gross domestic product amounted
to 1,5 per cent in fiscal 2004/05 compared with a ratio of 2,3 per cent recorded in the
previous fiscal year. The originally budgeted deficit relative to gross domestic product
was estimated at 3,1 per cent.

The primary balance (i.e. the deficit recalculated by excluding interest payments from
total expenditure) reached a surplus of 2,0 per cent of gross domestic product in fiscal
2004/05, higher than the 1,3 per cent recorded in the previous fiscal year.
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National government revenue in fiscal 2004/05 

R billions

Originally Percentage
Revenue source budgeted Actual change*

Taxes on income, profits and capital gains............ 189,2 195,6 13,7
Payroll taxes ......................................................... 4,3 4,4 14,0
Taxes on property ................................................. 6,9 9,0 34,4
Domestic taxes on goods and services ................ 121,5 131,3 19,2
Taxes on international trade and transactions ....... 10,5 13,3 58,5
Other revenue ....................................................... 7,9 7,0 -6,7
Less: SACU** payments ....................................... 13,3 13,3 37,1
Total revenue........................................................ 327,0 347,3 16,2

* Fiscal 2003/04 to fiscal 2004/05
** Southern African Customs Union



The cash-flow deficit in fiscal 2004/05 amounted to R15,9 billion compared with a cash-
flow deficit of R28,4 billion in the previous fiscal year. National government’s net
borrowing requirement in fiscal 2004/05 was affected by extraordinary payments and
receipts. Included among extraordinary payments were the payments made by the
National Treasury to the South African Reserve Bank in April 2004 and February 2005 of
R7,0 billion and R2,5 billion, respectively. This was in partial payment of the liability
resulting from losses incurred on the Gold and Foreign Exchange Contingency Reserve
Account, which is managed by the Bank on behalf of the National Treasury. Government
also incurred a cost of R1,3 billion on the revaluation of foreign loans at redemption in
fiscal 2004/05. Although the extraordinary receipts were originally budgeted to amount
to R2,7 billion in fiscal 2004/05 – mainly proceeds expected to derive from the
restructuring of state assets – only R28,5 million was collected from this source. These
extraordinary transactions increased the net borrowing requirement of national
government to R27,0 billion in fiscal 2004/05 compared with a net borrowing
requirement of R32,4 billion recorded a year earlier.

The greater part of the net borrowing requirement of national government in fiscal
2004/05 was financed through the issuance of bonds in the domestic capital market, as
indicated in the accompanying table. Domestic long-term funding in fiscal 2004/05 was
obtained at an average rate of 9,2 per cent per annum. Domestic short-term instruments
were sold at an average rate of 7,5 per cent per annum. These yields can be compared
with the budget assumptions of 9,0 per cent and 9,9 per cent, respectively.

The National Treasury launched new fixed-income bonds in May and August 2004,
coded R203 and R204, respectively. From May 2004 to March 2005 these bonds
yielded R19,6 billion to the National Revenue Fund. In May 2004, the National Treasury
launched RSA Government Retail Bonds, which yielded a total of R1,3 billion from
May 2004 to March 2005.

The average maturity of national government’s domestic marketable bonds increased
slightly from 98 months at the end of March 2004 to 99 months at the end of 
March 2005.

South African Reserve Bank

49Quarterly Bulletin  June 2005

National government financing in fiscal 2004/05
R billions

Item or instrument Originally Revised
budgeted estimates Actual

Deficit ........................................................ 41,9 32,2 15,91

Plus: Extraordinary payments.................... 7,0 7,1 9,8
Cost/profit on revaluation of foreign
loans at redemption2 ........................ 2,2 1,3 1,3

Less: Extraordinary receipts....................... 2,7 1,7 0,0
Net borrowing requirement ........................ 48,4 38,9 27,0
Treasury bills ............................................... 6,0 6,0 6,2
Domestic government bonds ...................... 34,3 31,1 33,2
Foreign bonds and loans............................. 8,1 6,1 5,8
Changes in available cash balances3 ........... 0,0 -4,3 -18,2
Total net financing...................................... 48,4 38,9 27,0

1 Cash-flow deficit
2 Cost +, profit -
3 Increase -, decrease +
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Net issues of foreign bonds and use of foreign loans amounted to R5,8 billion during
fiscal 2004/05. Net foreign funding included amounts drawn on the export credit facility
which had been arranged for the financing of the Strategic Defence Procurement
Programme to the amount of R3,4 billion. In June 2004, the National Treasury issued a
10-year global bond yielding R6,4 billion.

The average maturity of the foreign marketable bonds of national government decreased
slightly from 79 months at the end of March 2004 to 78 months at the end of March
2005.

The financial activities of national government resulted in an increase in government’s
bank balances from R12,7 billion at the end of March 2004 to R30,9 billion at the end
of March 2005. 

The net borrowing requirement of the national government, together with the discount on
new government bonds issued, led to an increase in the total loan debt of national
government from R455,1 billion at the end of March 2004 to R501,7 billion at the end of
March 2005. The share of foreign loans in the total loan debt decreased slightly from 
14,2 per cent at the end of March 2004 to 13,8 per cent at the end of March 2005. Since
fiscal 2003/04 foreign debt revalued at prevailing exchange rates has been lower than the
rand value of foreign debt as at the time of issue. This stood in contrast to the four fiscal
years preceding 2003/04, and reflected the effect of the strengthening exchange rate of
the rand on the outstanding value of foreign bonds and loans in rand terms. Total loan
debt as a ratio of gross domestic product remained broadly unchanged at 35,7 per cent
at the end of March 2005 when compared with the ratio at the end of March 2004.

It was also announced that the unaudited balance on the Gold and Foreign Exchange
Contingency Reserve Account amounted to R5,3 billion on 31 March 2005, compared
with R18,0 billion a year earlier. These transactions brought the total debt of national
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government to R507,0 billion at the end of March 2005 compared with R473,1 billion at
the end of March 2004. As a ratio of gross domestic product, total national government
debt decreased from 37,0 per cent at the end of March 2004 to 36,1 per cent at the
end of March 2005. Government-guaranteed debt also declined from R79,6 billion at the
end of March 2004 to R75,9 billion at the end of December 2004.
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Gold and Foreign Exchange Contingency Reserve Account
R billions

Date

Balance as at 31 March 2004 ............................................................................... 18,0
Minus payment by Treasury, 1 April 2004.......................................................... -7,0
Minus payment by Treasury, 25 February 2005................................................. -2,5
Minus forward cover and revaluation profits, 2004/05....................................... -3,2

Balance as at 31 March 2005 ............................................................................... 5,3
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