Quarterly Economic Review

Introduction

The pace of recovery in the advanced economies slowed considerably in the second quarter
of 2011 as confidence was impaired by the intensification of the fiscal credibility crisis in the
euro area and uncertainty about the raising of the federal debt ceiling in the United States (US).
Perceptions of sovereign debt risks in the euro area worsened, spreading to Italy and Spain as the
progress made by authorities in extending support mechanisms fell short of expectations. By late
July 2011 an extension of the resources available to facilitate the rollover of debt and financing
of fiscal shortfalls was agreed, partly allaying earlier concerns. In early August the US political
structures concluded an agreement to raise the federal debt ceiling just in time to avert financial
default, but the process involved and the projected deficit path prompted one of the credit rating
agencies to downgrade the credit rating of US sovereign debt. Second-quarter global growth was
also held back by the reverberations of the natural disaster that struck Japan in March.

Parallel to the anaemic growth in the advanced economies, economic activity in the developing
economies also registered a slower pace of increase in the second quarter of 2011, Growth
moderated across a broad spectrum of countries, including China, India, Brazil and Russia.
In sub-Saharan Africa most countries continued on a path of recovery, with the speed of the
recovery varying between countries but with economic activity in general buoyed by strong
export commodity prices. Commodity prices remained relatively high notwithstanding the
moderation in global growth, partly because of the high commodity intensity and projected
robustness of the growth process in China. At the same time, the international price of gold was
bolstered as general uncertainty reinforced the precious metal’s attractiveness as a safe-haven
investment that has the benefit that it is not the liability of any institution.

Global inflation accelerated further in the second quarter of 2011 mainly due to further increases
in certain commodity prices, with price pressures more pronounced in emerging-market than
in advanced economies. Central banks in many emerging-market economies accordingly
tightened monetary policy by raising interest rates and, in some instances, reserve requirements.
Most advanced economies did not tighten monetary policy during the period under review,
although the European Central Bank (ECB) raised its policy interest rate in April and July 2011.

Following the brisk pace of economic expansion recorded in the first quarter of 2011, real growth
in the South African economy slowed substantially in the second quarter to an annualised rate
of only 1,3 per cent. While activity in the tertiary sector expanded further, real value added in
the main goods-producing sectors contracted notably in the second quarter. Agricultural output
declined in the face of a smaller maize crop than that yielded in 2010 and the impact of heavy
rainfall which impacted negatively on field crop and livestock production. Despite attractive
international prices of mining commaodities, mining activity receded as safety-related production
stoppages and technical problems at certain mines contributed to a pronounced contraction in
the real output of platinum group metals, while the production of coal, diamonds and gold also
declined. Activity in the manufacturing sector recorded a substantial contraction in the second
quarter of 2011. This was spread across several subsectors, including the manufacturing of
motor vehicles, parts and accessories, which was adversely affected by supply constraints
originating from disaster-stricken Japan.

In the tertiary sector the pace of real growth accelerated marginally in the second quarter,
buoyed by an increase in value added by the general government sector and higher growth
in the transport sector, underpinned by increases in the volume of imports and exports. By
contrast, growth in the finance sector decelerated significantly in the quarter under review, while
a slight deceleration was recorded in the trade sector.

The real disposable income of households continued to rise in the second quarter of 2011,
but at a slower pace. This was reflected in a significant slowdown in the rate of growth in real
final consumption expenditure of the household sector, as expenditure on services came close
to stagnation and growth in spending on durable goods lost some of its earlier vigour. While
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households continued to incur more debt, this was proportionately less than the increase in
their disposable income, thus resulting in a further decline in the household debt ratio.

Real final consumption expenditure by government contracted marginally in the second
quarter of 2011, essentially because the high spending on armaments in the first quarter was
not repeated in the second. Excluding military equipment, the underlying trend in government
spending remained firmly upward in the first half of the year.

Growth in real fixed capital formation accelerated further in the second quarter to an annualised
rate of increase in excess of 4 per cent. All three of the main institutional sectors recorded broadly
similar rates of increase in capital formation. In the case of the general government sector, real
capital spending rose for the first time after nine quarters of contraction as provincial and local
governments stepped up expenditure on housing and construction works. Public corporations
continued to invest more in the areas of electricity and transport in order to alleviate bottlenecks
and facilitate growth. Capital formation by private business enterprises gathered momentum,
propelled by the agricultural and mining sectors, which faced relatively attractive product prices,
and the communication sector, driven by technology and competition. Inventory investment
slowed somewhat from the first to the second quarter of 2011, alongside the slower growth in
aggregate domestic production and expenditure.

With economic growth slowing, household-based survey information shows that employment
increased very little in the second quarter of 2011; because the labour force expanded
significantly at the same time, the unemployment rate rose further over the period. Average wage
settlements moderated somewhat in the first half of 2011 if compared with the same period in
2010. Consumer price inflation, which had hovered around 6 per cent in the opening months of
2010, decelerated to twelve-month rates of less than 4 per cent in late 2010 and early 2011 as
the significant output gap and relatively strong exchange value of the rand impacted on inflation.
However, as 2011 progressed consumer price inflation picked up renewed momentum, fuelled
especially by the prices of food, petrol and electricity. It has, nevertheless, remained within the
target range.

While overall real gross domestic expenditure recorded a subdued pace of increase in the
second quarter, it was nevertheless accompanied by a further increase in the volume of imports.
At the same time, export volumes also rose moderately. Combined with a marginally larger
shortfall on the services, income and current transfer account with the rest of the world, these
developments resulted in a slightly larger second-quarter deficit on the current account of the
balance of payments, amounting to 3,3 per cent of gross domestic product.

The deficit on the current account in the second quarter of 2011 was sufficiently financed
by an inflow of capital on the financial account of the balance of payments. Net purchases
of South African debt securities by non-residents constituted the largest single source of
financing, followed by direct investment inflows mainly directed to the domestic trade, mining
and manufacturing sectors. At the same time, South African entities acquired more assets
abroad. Turnover in the domestic market for foreign currency receded moderately but still
remained elevated in the second quarter, while the effective exchange value of the rand declined
marginally over the period and declined further in July and August.

Following a reduction in November 2010, the repurchase rate of the South African Reserve
Bank (the Bank) has subsequently remained at 5,5 per cent. In the relatively low interest rate
environment, the pace of increase in bank loans and advances to the domestic private sector
rose moderately in the first seven months of 2011. The earlier contractions in bank lending to the
corporate sector made way for increases, albeit muted, while growth in instalment sale credit
and “other” loans and advances picked up notably.

Money-market conditions remained stable in the first eight months of 2011. In the capital market
strong non-resident demand for South African bonds, moderate inflation and a somewhat
smaller projected public-sector borrowing requirement contributed to a decline in bond yields.
South African share prices registered a recent high in mid-February 2011 but subsequently
fluctuated lower alongside declining prices on international share markets, reflecting renewed
concerns regarding prospects for the US, euro area and global economy in general.
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South African house price increases remained hesitant in the first eight months of 2011 as
employment gains remained muted, reinforcing the subdued property market turnover and
slow pace of increase in mortgage lending. Housing construction activity also remained in the
doldrums.

The non-financial public-sector borrowing requirement was marginally higher in the April—
June quarter of 2011 than in the corresponding period in 2010, largely on account of a larger
national government deficit. While income tax paid by companies picked up significantly in the
period concerned, value-added tax collections fell below earlier projections, consistent with the
slowdown in domestic expenditure during the quarter. The sizeable deficit was partly shaped
by countercyclical considerations, and was readily financed through the issuance of domestic
government bonds. As a result, in June 2011 the national government’s gross loan debt rose
above R1,0 trillion for the first time ever.
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1 The quarter-to-quarter
growth rates referred to in
this section are based on
seasonally adjusted data.

Domestic economic developments

Domestic output’

The pace of real output growth in the South African economy slowed considerably in the second
quarter of 2011. Following growth at a revised annualised rate of 4,5 per cent in the first quarter
of 2011, the pace of increase in real gross domestic product decelerated to only 1,3 per cent in
the second quarter. This disappointing performance could mainly be attributed to a contraction
in the real output of the goods-producing sectors of the economy — the real value added by
both the primary and secondary sectors decreased, while growth in the real value added by the
tertiary sector edged higher in the second quarter of 2011.

Goods-producing sectors: Contribution to overall gross domestic product
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Discouragingly, growth in real gross domestic product excluding the volatile primary sector also
moderated steeply from an annualised rate of 5,5 per cent in the first quarter of 2011 to 1,6 per
cent in the second quarter.

The real value added by the primary sector continued to decline at an annualised rate of 5,2 per
cent in the second quarter of 2011, following a contraction of 3,9 per cent in the first quarter.
Production in the agricultural and mining sectors declined over the period.

Real gross domestic product

Percentage change at seasonally adjusted annualised rates

2010 2011

Sector

1stgr 2ndgr 3rdgr 4thagr Year 1stgr 2ndgr

14,7 -15,0 28,3 15,8 4,3 -3,9 -5,2

4,9 13,6 16,3 12,5 0,9 -3,7 -7,8

18,7 -24,5 33,7 171 5,8 -4,0 -4,2

6,9 4,3 -3,8 3,6 4,1 1,1 -5,2

Manufacturing.........ccceceeveieeivecinennns 8,3 5,7 -4,9 4.1 50 14,5 -7,0
Tertiary SECLON......ovvveiiieieieeereee e 2,6 4,6 2,0 3,5 2,2 3,7 4,0
NON-primary SECLOr ........ccccceeveeveeranena. 3,7 4,5 0,5 3,6 2,7 55 1,6
Total e 4,8 2,8 2,7 4,5 2,8 4,5 1,3

The real output of the agricultural sector contracted at an annualised rate of 7,8 per cent in the
second quarter of 2011 — its second consecutive quarterly decline following a revised decrease
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of 3,7 per cent in the first quarter. Poor weather conditions in particular hampered the harvesting
of the bulk of South Africa’s field crop in the second quarter, resulting in lower output volumes.
The size of the commercial maize crop for 2011 is estimated at 10,7 million ton, lower than the
12,8 million ton harvested in 2010. Wet conditions as a result of heavy rainfall also affected
livestock production in the second quarter of 2011.

Real gross domestic product

Percentage change from quarter to quarter
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In the mining sector real value added declined further at an annualised rate of 4,2 per cent in
the second quarter of 2011. Mining production contracted partly in response to weaker global
economic conditions and the concomitant lower demand for certain mining commaodities.
Pronounced decreases were recorded in the production of the platinum group metals, although
declines were also registered in the production of coal, diamonds and gold. The mining of
platinum group metals was adversely affected by increased safety-related production stoppages
and technical problems experienced at certain mines.

After having increased at an annualised rate of 11,1 per cent in the first quarter of 2011, the real
value added by the secondary sector contracted at a rate of 5,2 per cent in the second quarter.
This disappointing performance was mainly due to a substantial contraction in activity of the
manufacturing sector.

Real gross domestic product: Secondary sector
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Subsequent to a robust increase of 14,5 per cent in the first quarter of 2011, the real value added
by the manufacturing sector declined at a rate of 7 per cent in the second quarter, subtracting
1,1 percentage point from the overall rate of economic growth. Following the high base set
in the first quarter of 2011, the weakness in production was broad-based, with pronounced
decreases registered in the subsectors responsible for the manufacturing of motor vehicles,
parts and accessories; wood and wood products, paper, publishing and printing; food and
beverages; and petroleum, chemical products, rubber and plastic products.

Contribution to real gross domestic product growth
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The negative impact of the natural disaster in Japan in March 2011 became evident in the second
quarter when the production of motor vehicles was adversely affected by supply disruptions in
the component segment of the sector. In addition to supply constraints originating from Japan,
the motor vehicle manufacturing sector also had to face rising costs, increased wage demands,
the relative strength of the rand which impacted negatively on export competitiveness, as well
as subdued growth in the euro area.

More recently global economic conditions in general have also deteriorated, thereby contributing
to sluggish activity in the local export-orientated industries. In addition, deteriorating business
activity in the domestic market continued to translate into excess production capacity in the
manufacturing sector. Capacity utilisation inched higher to 81,1 per cent in the second quarter
of 2011, still well below levels attained during the previous upward phase in the business cycle.

The real value added by the electricity, gas and water sector increased moderately at an
annualised rate of 0,9 per cent in the second quarter of 2011, compared with an increase of
3,3 per cent in the first quarter. Contrary to household demand for electricity, which increased as
the country was gripped by freezing winter temperatures, industrial demand slowed, consistent
with lower output levels.
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Following virtually no growth in the first quarter of 2011, activity in the construction sector
expanded hesitantly in the second quarter. The marginal acceleration in growth resulted from a
modest rise in civil construction work.

The pace of growth in the real value added by the tertiary sector increased somewhat from an
annualised rate of 3,7 per cent in the first quarter of 2011 to 4 per cent in the second quarter.

Growth in the real value added by the frade sector decelerated from an annualised rate of
4,4 per cent in the first quarter of 2011 to 4,1 per cent in the second quarter, reflecting slower
output growth in the retail and motor trade subsectors. The lack of availability of certain vehicle
components from Japan negatively impacted the production of certain product lines in South
Africa and, together with shortages of various models sourced from Japan, resulted in lower
growth in the motor trade subsector. By contrast, the real output of the wholesale trade
subsector increased firmly in the second quarter of 2011.

Growth in the real value added by the transport, storage and communication sector accelerated
marginally from an annualised rate of 3,6 per cent in the first quarter of 2011 to 4,1 per cent in
the second quarter. Increased growth resulted from an improved performance in the transport
sector, accompanied by continuous steady growth in the communication subsector. The
stronger transport activity in the second quarter was broadly consistent with the increase in
merchandise import and export volumes.

The pace of growth in real value added by the finance, insurance, real-estate and business
services sector moderated from an annualised rate of 4,8 per cent in the first quarter of 2011
to 2,9 per cent in the second quarter. Even though slower growth was fairly widespread, it was
particularly noticeable in activity in the equity, bond and other financial markets. The low level
of activity in the banking sector in the second quarter reflected hesitant domestic demand
conditions and relatively low levels of business and consumer confidence in the country.

In contrast to the general slowdown from the first to the second quarter of 2011, growth in the
real value added by the general government sector accelerated from an annualised rate of
1,8 per cent in the first quarter to 5,7 per cent in the second quarter mainly due to the higher
level of employment in the sector.

Real gross domestic expenditure

Consistent with the moderation in domestic production, growth in real gross domestic
expenditure decelerated from an annualised rate of 7,9 per cent in the first quarter of 2011 to
1,3 per cent in the second quarter. This deceleration primarily resulted from a contraction in
real final consumption expenditure by general government alongside slower, although still firm,
growth in real final consumption expenditure by households. Real inventory investment slowed
while real gross fixed capital formation accelerated meaningfully over the period.

Real gross domestic expenditure

Percentage change at seasonally adjusted annualised rates

2010 2011

Component
1stgr 2ndqgr 3rdqr 4thqr Year 1stgr 2nd qgr

Final consumption expenditure

HOUSENOIAS ... 55 4,4 5,7 4.8 4,4 52 3,8
General government..............c.ccoo..... 71 71 -0,8 3,9 4,6 9,5 -0,1
Gross fixed capital formation.................. -2,8 1,2 1,0 1,5 -3,7 3,1 4,1
Domestic final demand ...........ccccc....... 4,1 4.3 3,5 4,0 2,8 5,6 3,1
Change in inventories (R billions)*.......... 7,9 7,6 -0,9 1,1 -3,8 9,3 5,6
Gross domestic expenditure................ 10,9 3,2 6,6 2,4 4,2 7,9 1,3

* At constant 2005 prices
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Following a robust increase of 5,2 per cent in the first quarter of 2011, growth in real final
consumption expenditure by households slowed to an annualised rate of 3,8 per cent in the
second quarter. The slower pace of increase in spending by households was fairly broad
based, with spending being partly constrained by underlying inflationary pressures that
affected the disposable income of households.

Real outlays on durable goods decelerated from an annualised rate of increase of 21,5 per cent
in the first quarter of 2011 to a still-high rate of 12,5 per cent in the second quarter. Alongside
increased spending on computers and related equipment, expenditure on most other durable
goods categories slowed in the second quarter. Consistent with slow growth in credit extension
to households, expenditure on durable goods financed by bank credit moderated in the second
quarter of 2011.

Real final consumption expenditure by households

Percentage change at seasonally adjusted annualised rates

2010 2011
Component
1stgr 2ndgr 3rdgr 4thar Year 1stgr 2ndagr

Durable goods........ccccevvieiiiiiiiiicc 39,2 45,4 13,4 5,0 24,0 21,5 12,5
Semi-durable goods...............ccccevueen.... 30,2 9,8 -4,8 4,6 6,5 8,6 8,8
Non-durable goods ...........ccccceveeverenan. 12,1 -2,3 2,9 0,2 2,1 3,4 3,6
SEIVICES w.vviviiiiiieieieieeee e -10,3 0,7 9,3 88 19 1,9 0,7
Total e 5,5 4,4 5,7 4,8 4,4 5,2 3,8

After having accelerated notably in the fourth quarter of 2010 and the first quarter of 2011, real
expenditure on semi-durable goods increased further at an annualised rate of 8,8 per cent in
the second quarter. Expenditure on most categories of semi-durable goods increased in the
second quarter of 2011, with the strongest pace of increase recorded in spending on clothing
and footwear. The persistent decline in the prices of both clothing and footwear boosted
expenditure on this category, while households also geared up for cold winter temperatures to
a greater extent than in previous years. However, spending on motor vehicle tyres, parts and
accessories, as well as on recreational and entertainment goods continued to decline in the
second quarter.

Households' real spending on non-durable goods increased at an annualised rate of 3,6 per
cent in the second quarter of 2011, roughly similar to the pace recorded in the preceding quarter.
Spending on most non-durable goods categories increased in the second quarter of 2011. Real
expenditure on household fuel and power decelerated in the face of high prices, while spending
on recreational and entertainment goods also edged lower. In addition, spending on services,
the largest category of spending by households, registered a slower pace of increase in the
second quarter of 2011.

Following an annualised increase of 5,4 per cent in the first quarter of 2011, growth in the real
disposable income of households slowed to 4,1 per cent in the second quarter. Simultaneously,
the nominal level of household debt increased further in the second quarter of 2011, albeit at a
slower pace, indicating that households were somewhat less inclined to incur additional debt.
Sustained caution among consumers was reflected in the ratio of household debt to disposable
income, which trended further downwards from 76,8 per cent in the first quarter of 2011 to
75,9 per cent in the second quarter. At the same time, the slower growth in household debt
alongside the relatively low interest rate environment contributed to the marginally lower ratio of
debt-service cost to disposable income in the second quarter of 2011.

Real final consumption expenditure by general government contracted at an annualised rate
of 0,1 per cent in the second quarter of 2011, following an increase of 9,5 per cent in the first
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quarter of the year. The decline in real spending by general government in the second quarter
could mainly be explained by the fact that no armaments were acquired by government in terms
of the country’s defence procurement programme. If spending on armaments is excluded from
the data, real government expenditure increased at an annualised rate of 4,3 per cent in the first
quarter of 2011 and 4,8 per cent in the second quarter.

Real compensation of government employees edged higher in the second quarter of 2011 as
a result of additional workers that were temporarily recruited to assist with the local municipal
elections in May 2011. Furthermore, real government consumption expenditure on non-military
goods and non-wage services increased at a steady pace over the same period.

Growth in real gross fixed capital formation accelerated from an annualised rate of 3,1 per cent
in the first quarter of 2011 to 4,1 per cent in the second quarter. Consequently, the change in
gross fixed capital formation contributed 0,7 percentage points to growth in real gross domestic
expenditure in the second quarter of 2011 compared with a 0,6 percentage point contribution
in the first quarter. Among the three institutional sectors, the public corporations continued
to record the strongest growth in capital spending, although capital formation by general
government and private business enterprises gained some momentum in the second quarter
of 2011.

Real gross fixed capital formation by institutional sector
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Growth in real gross fixed capital formation by private business enterprises gathered further
momentum and accelerated from an annualised rate of 2,7 per cent in the first quarter of
2011 to 4 per cent in the second quarter. Higher capital outlays by the agricultural, mining and
transport, storage and communication sectors contributed to the faster pace of increase in
capital spending by private business enterprises during the period.

Real gross fixed capital formation

Percentage change at seasonally adjusted annualised rates

2010 2011
Component
1stgr 2ndqgr 3rdqr 4thqr Year 1stgr  2nd qgr
Private business enterprises................. 2.9 22 2,0 1,6 4.4 27 4,0
Public corporations............ccccceeeveeveennan. 2,6 2,9 0,7 3,3 3,5 6,6 4,4
General government...........c.c.ccoceveuenn... -10,3 -5,3 -3,0 -1,9  -10,9 -0,5 3,8
Total ..o -2,8 1,2 1,0 1,5 -3,7 3,1 4,1
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Real capital spending by the agricultural sector continued at a steady pace, boosted by prospects
of relatively high commodity prices and the competitive pricing of agricultural equipment largely
due to the relative strength of the rand. Expansion in the mining sector continued to be driven
by global demand, which gave rise to further capital outlays for the development of coal, gold
and platinum mines. Broadband capacity constraints in South Africa, fierce competition and an
increased number of subscribers contributed to ongoing capital outlays on the fibre-optic and
cellular networks by enterprises in the communication sector.

Real fixed capital expenditure by public corporations increased at a brisk annualised pace of
4,4 per cent inthe second quarter of 2011, moderately below the rate of 6,6 per cent in the preceding
quarter. Capital expenditure by the electricity and transport sectors remained vigorous. Eskom
raised its capital spending on especially vehicles and machinery and other equipment as work on
its ongoing projects continued, notably the construction of the Medupi, Kusile and Ingula power
stations. Transnet’s ongoing capital projects, in particular the new multi-product pipeline, gave rise
to increased expenditure, especially on machinery and equipment, and construction works.

Having contracted uninterruptedly for nine consecutive quarters, real gross fixed capital
expenditure by general government increased by 3,8 per cent in the second quarter of 2011
as provincial and local government departments stepped up capital spending in the areas of
housing and construction works. In addition, capital outlays by local government increased in
order to source alternative methods of energy production.

Classified by type of asset, the increase in real fixed investment activity in the second quarter of
2011 stemmed mainly from higher spending on machinery, transport equipment, and computers
and related equipment. Real outlays on residential buildings contracted slightly further over the
period as conditions in the real-estate market remained subdued, continuing the trend of the
past four years.

Real gross fixed capital formation by type of asset
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The level of real inventory accumulation slowed from the first to the second quarter of 2011 -
real inventory investment (annualised, at 2005 prices) amounted to R5,6 billion in the second
quarter of 2011 compared with R9,3 billion in the first quarter. The slower accumulation
of inventories was evident in most of the sectors, with the exception of the mining and
manufacturing sectors.

In the mining sector there was a notable build-up of coal inventories. In the manufacturing
sector the accumulation of inventories was achieved through higher crude oil imports in order to
replenish existing low stock levels, brought about by maintenance work conducted on refineries
during the first quarter of 2011. Consequently, the level of industrial and commercial inventories
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as a percentage of non-agricultural gross domestic product increased further from 11,4 per
cent in the first quarter of 2011 to 11,8 per cent in the second quarter.

Factor income

The year-on-year growth in total nominal factor income slowed from a rate of 11,1 per cent
in the first quarter of 2011 to 9,6 per cent in the second quarter. This was the result of
slower growth in both the compensation of employees and the gross operating surplus of
business enterprises.

The rate of increase in compensation of employees, measured over four quarters, moderated
marginally from 10 per cent in the first quarter of 2011 to 9,5 per cent in the second quarter.
Employment growth remained lacklustre while the average level of wage settlements remained
around 7,5 per cent in the first half of 2011. Consequently, the ratio of compensation of employees
to total factor income edged lower from 49,8 per cent in the first quarter of 2011 to 49,5 per cent
in the second quarter.

Measured over one year, growth in the economy’s gross operating surplus decelerated to a
rate of 9,6 per cent in the second quarter of 2011, well below the rate of increase of 12,2 per
cent attained in the first quarter. By contrast, the share of gross operating surplus in total factor
income inched higher from 50,2 per cent in the first quarter of 2011 to 50,5 per cent in the
second quarter. The operating surplus of the manufacturing sector decelerated due to lower
production levels brought about by the disruption in the supply of vehicle parts and accessories
during the period under review. Furthermore, lower commodity prices and weaker domestic
and global consumption contributed to the slower growth in the operating surplus.

Gross saving

The national saving ratio decreased from 16,3 per cent in the first quarter of 2011 to 16,1 per
cent in the second quarter. This marginal change in the saving performance resulted from lower
general government saving, largely offset by higher saving by households and the corporate
sector. As simultaneously nominal gross capital formation edged higher, the need for foreign
capital to finance capital formation increased slightly. This was evident in the moderate although
slightly larger deficit on the current account, and accompanying modest increase in the foreign
financing ratio from 15,8 per cent in the first quarter of 2011 to 17 per cent in the second quarter.

Gross saving by the corporate sector as a percentage of gross domestic product increased
from 15 per cent in the first quarter of 2011 to 15,6 per cent in the second quarter. The
improvement in the saving performance was due to moderate growth in the gross operating
surpluses of incorporated business enterprises that was partially offset by higher tax payments
and sustained high dividend payments.

The gross saving ratio of households increased from 1,5 per cent in the first quarter of 2011
to 1,6 per cent in the second quarter. Households maintained a fairly constant level of saving
amid difficult economic conditions. Growth in disposable income that was marginally above
increases in household consumption expenditure contributed to improved household saving in
the current quarter.

The saving ratio of general government decreased in the second quarter of 2011 and the
government continued to dissave. Collections of value-added tax and personal income tax
were subdued in the quarter under review, indicating continued sluggish economic conditions.
This was, however, partly neutralised by well-contained government consumption expenditure.
Consequently, gross dissaving by general government as a percentage of gross domestic
product worsened marginally from 0,3 per cent in the first quarter of 2011 to 1 per cent in the
second quarter.
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2 Third quarter 1993 to
fourth quarter 1996; fourth
quarter 1999 to fourth
quarter 2007; and the
current upswing starting in
the fourth quarter of 2009.
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Employment

Despite having been in an upward phase of the business cycle since September 2009, the
South African economy has struggled to create employment on an adequate scale. Whereas
enterprise-surveyed data show that an estimated 377 000 jobs were lost in the formal non-
agricultural sector between the third quarter of 2008 and the low point in employment reached
in the first quarter of 2010, the economy only regained an estimated 202 000 jobs in the
subsequent year to the first quarter of 2011.

Total formal non-agricultural employment
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Source: Statistics South Africa, Quarterly Employment Statistics Survey

As indicated in the graphs on page 13, which compare the movements in formal non-agricultural
employment during the most recent three upward phases of the South African business cycle,?
total employment rose at a slightly faster pace during the current upward phase when compared
with the preceding two upward phases. This development was entirely due to meaningful
increases in public-sector employment. Private-sector employment growth, which currently still
lags the pace of increase in employment registered during the 1993-1996 upward phase, is
nevertheless outperforming growth attained during the first two years of the previous upward
phase that commenced in September 1999 and ended 33 quarters later in November 2007.
Some gains in total employment during that phase only occurred after nine quarters.

Since the current upward phase in the South African business cycle started in September 2009,
a total number of 169 000 employment opportunities have been created, of which 128 000
jobs were created in the public sector alone. The public sector’s share of total employment is
currently 24 per cent. The manufacturing and gold-mining sectors have not as yet shown any
significant recovery in employment numbers since the start of the most recent upward phase.

Focusing on most recent employment statistics, the Quarterly Employment Statistics (QES)
survey of Statistics South Africa (Stats SA) shows that formal non-agricultural employment
increased further in the first quarter of 2011 as the series recorded its fourth consecutive
quarterly increase. Increases occurred in both the public and private sectors during the period.
Public-sector employment rose at an annualised rate of 15,3 per cent, outpacing the 1,9 per
cent increase recorded in the private sector by a fair margin. The surge in employment numbers
in the public sector could largely be attributed to the creation of almost 56 000 job opportunities
in the category other public enterprises, the bulk of which was temporary workers employed
by the Independent Electoral Commission of South Africa to assist with the municipal elections
held in May 2011. The lacklustre growth in private-sector employment reflected, among other
factors, subdued global economic activity; sluggish demand in certain more labour-intensive
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Formal non-agricultural employment during the latest three
upward phases in the South African business cycle

Indices
106

104 b— Total employment

102 |—
100

98 I—

96 | | | | | | | | | | | |

106

Private sector

104

102

100

98

108

Public sector

104 t—

100 |~

96 —

0 1 2 3 4 5 6 7 8 9 10 11 12
Quarters from lower turning point
Seasonally adjusted
— 1993/03 — 1996/04

— 1999/04 —2007/04
— 2009/04 —

sectors; technological renewal; a scarcity of skilled labour; rising unit labour costs; the relative
strength of the exchange value of the rand and strong productivity gains in some competing
economies, which eroded the international price competitiveness of domestic producers;
various bottlenecks; and low business confidence levels.

Employment gains in the private sector during the first quarter of 2011 were broad-based, with
job losses only recorded in the private transport, storage and communication services sector.
Pronounced first-quarter employment gains expressed at annualised rates were noted in the
non-gold mining sector (10,2 per cent); the construction sector (6,9 per cent); the community,
social and personal services sector (3,9 per cent); and the finance, insurance, real-estate and
business services sector (1,4 per cent). However, in the manufacturing and electricity sectors,
employment levels increased only marginally.

As a consequence, overall formal non-agricultural employment increased at a seasonally
adjusted and annualised rate of 5,0 per cent in the first quarter of 2011, roughly equal to
100 000 new job opportunities, bringing the level of enterprise-surveyed formal non-agricultural
employment to 8,3 million.
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Changes in employment

Cumulative job Change over one quarter
losses (-) gains (+)
2010 2011
4th qr 2008 2nd gr 2010
to 1stqr to 1st gr
2010 2011 2ndgr 3rdqgr 4thar 1stgr

Finance, insurance, real-estate and
DUSINESS SEIVICES ...oeviiiiiiiiiiiii -166 700 51 600 17 600 7800 19800 6 400
Manufacturing ........ccoccveviiiieiic -112 200 -21800 -16000 -11 100 3700 1600
Trade, catering and accommodation
SEIVICES .ottt -78 500 20 200 3100 14 800 -500 2 800
CONSIUCHON....vviieiie e -50 700 -8 900 -5000 -2700 -7900 6 700
Total MiNING c..vveeeeceee e -35 000 19 300 3100 4700 2 300 9 200

GOold-MINING .+ -8 100 -8 100 -2200 -3200 -3200 500

Other MiNING «..veevvevieeeieeeee e -26 800 27 400 5 300 7 900 5 500 8 700
EIECHACItY .o -3 400 2 900 1000 800 900 100
Private transport, storage and
communication SEerviCes .........ccocvvvvererueen. -2 000 -2 200 1300 -4 000 2200 -1600
Community, social and personal services 13 400 13 400 2300 -1700 8 600 4100
Private sector .......ccccvevivieiiiciieeen -435 000 74 500 7 400 8600 29100 29 300
ProvinCes .......ccoovviiiiiiiiicc 51 600 41 200 11300 10100 15000 4 800
Local governments........cccecvvevvieceiineenns 14 700 9 300 4900 -200 2000 2500
National departments ...........coccvvvvieeeiiinnns -1100 14 000 7200 -1000 400 7 400
Other public-sector enterprises .... -1 900 61 200 -600 500 5200 56200
Public transport, storage and
communication services sector ................ -4 900 2100 -5600 -1100 3800 -200
Public sector ........cocvveiiiiiececcieeen 58 400 127 800 22 300 8300 26400 70700
Grand total .......ccocceeiiriiieee s -376 600 202 300 29700 16900 55500 100 000

Seasonally adjusted

Source: Statistics South Africa, Quarterly Employment Statistics (QES) Survey

On a year-on-year basis, employment gains in the private sector accelerated from 0,4 per cent
in the fourth quarter of 2010 to 1,2 per cent in the first quarter of 2011, while employment growth
in the public sector accelerated from 3,5 per cent to 6,7 per cent over the same period. In total,
employment increased by 2,5 per cent, or 202 000 jobs in the year to the first quarter of 2011.

Buoyant growth in manufacturing production in the first quarter of 2011 was not accompanied by
strong employment gains during the period. In fact, employment growth moderated somewhat
from the final quarter of 2010 to the first quarter of 2011. Disappointingly, the Kagiso Purchasing
Managers Index (PMI), reflecting purchasing managers’ expectations in the manufacturing sector,
declined sharply in the four months to July 2011. The plunge from 53,9 index points in June 2011
to 44,2 index points in July represented the second-largest decline between any two periods
since late 1999, and was exacerbated by industrial action in the manufacturing sector. Consistent
with the overall trend in the PMI, the sub-index for employment dropped from 47,7 to 39,1 index
points, emphasising the dismal prospects for job creation in the manufacturing sector.

In the mining sector, employment gains occurred predominantly in the non-gold mining industry,
reflecting the relatively strong demand for South African commodities by especially Asian
and other emerging-market economies, alongside elevated commodity prices. Employment
numbers in the non-gold mining sector consequently increased steadily throughout 2010 and
continued to advance in the first quarter of 2011. By contrast, the gold-mining sector shed jobs
during the last three quarters of 2010, before expanding its staff complement only marginally in
the first quarter of 2011.

The creation of additional capacity to meet the increased electricity demand contributed to a
steady increase in employment numbers in the electricity, gas and water sector, although the

{
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pace of increase moderated somewhat in the first quarter of 2011. On a year-on-year basis,
employment growth in the electricity sector, however, accelerated from 4,6 per cent in the
fourth quarter of 2010 to 5,2 per cent in the first quarter of 2011, confirming the authorities’
commitment to upgrading existing electricity-generating and transmission facilities.

Brisk increases in demand in the first quarter of 2011 underpinned employment gains in the
trade, catering and accommodation services sector, and in finance, insurance, real-estate
and business services which, together, account for around 42 per cent of total formal non-
agricultural sector employment. Job creation in these sectors benefited from strong consumer
spending in the opening months of 2011.

Employment in the construction sector, which contracted unabatedly in 2009 and 2010, increased
by 6 700 jobs in the first quarter of 2011. Subdued public- and private-sector fixed investment,
and extremely low confidence levels in the building and construction industries contributed to
the moderate employment growth in the sector. According to the First National Bank/Bureau for
Economic Research at Stellenbosch University (FNB/BER) Civil Construction Confidence Index,
confidence levels fell from 27 in the fourth quarter of 2010 to 21 in the first quarter of 2011. A
reading of 21 —the lowest level in 11 years — indicates that only one out of five civil contractors had
rated prevailing business conditions as satisfactory during the period. In the second quarter the
index inched higher to a reading of 23 as cement sales also rose marginally.

Employment in the construction sector and national cement sales
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As noted, employment in the public sector continued to increase steadily during the most
recent economic recession. Measured on a year-on-year basis, public-sector employment
growth accelerated from 3,5 per cent in the fourth quarter of 2010 to 6,7 per cent in the
first quarter of 2011. With the exception of other public-sector enterprises, which included a
large number of temporary workers as already indicated, the highest increase was recorded
by the provinces (4,1 per cent), followed by local governments (3,9 per cent) and national
departments (3,4 per cent).

According to the household-based Quarterly Labour Force Survey (QLFS) published by Stats
SA, the number of employed people rose by a mere 7 000 in the second quarter of 2011
compared with the preceding quarter.* However, the number of unemployed rose by 174 000,
expanding the number of people in the labour force by 181 000. As a result, the official
unemployment rate increased from 25,0 per cent in the first quarter of 2011 to 25,7 per cent in
the second quarter. Of concern is the number of discouraged work-seekers in the economy,
which increased by roughly 600 000 to 2,2 million during the current upward phase in the

business cycle.
{
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3 Preliminary seasonal
adjustment of this relatively
short quarterly time series
indicates that seasonally
adjusted employment

rose by 39 000 in the
second quarter of 2011.
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Labour market developments
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Labour cost and productivity

Year-on-year headline consumer price inflation moderated meaningfully from a high of 13,2 per
cent in the third quarter of 2008 to 3,8 per cent in the first quarter of 2011. By contrast, the year-
on-year rate of increase in the nominal remuneration per worker in the formal non-agricultural
sector of the economy remained elevated during the period, recording rates generally in excess
of 10 per cent. The rate of increase, however, slowed to 10,1 per cent in the final quarter of
2010, before moderating even further to 6,3 per cent in the first quarter of 2011. Increases
in remuneration per worker remained high in the gold-mining sector (14,5 per cent over the
year to the first quarter of 2011); the manufacturing sector (10,7 per cent); the construction
sector (10,2 per cent); the private transport, storage and commmunication sector (10,3 per cent);
and the trade, catering and accommodation services sector (7,9 per cent). Lower increases
were recorded in the finance, insurance, real-estate and business services sector; and in the
community, social and personal services sector.

According to the Wage Settlement Survey conducted by Andrew Levy Employment Publications,
the average wage settlement rate amounted to 8,2 per cent in 2010. Wage settlements thereafter
moderated to 7,5 per cent in the first half of 2011. Management’s initial offers ranged from
3,5 per cent to 9 per cent and averaged 6 per cent, compared with a rate of 6,5 per cent a year
earlier. Initial wage demands from trade unions ranged between 9,5 per cent and 30 per cent,
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and averaged 15,1 per cent, compared with 16 per cent demanded over the corresponding
period a year earlier. Furthermore, the number of working days lost due to strike action fell from
1,25 million in the first half of 2010 to 400 000 in the first half of 2011.

Remuneration per worker, labour productivity and nominal unit labour cost
in the formal non-agricultural sector

Percentage change over four quarters
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Increases in real output of the non-agricultural sector of the economy in the year to the first
quarter of 2011 continued to outpace that of overall formal non-agricultural employment,
but by a smaller margin than before. Accordingly, economy-wide labour productivity growth
decelerated further from 2,2 per cent in the fourth quarter of 2010 to 0,9 per cent in the first
quarter of 2011. The rate of increase in labour productivity in the manufacturing sector, however,
accelerated over the same period as growth in manufacturing output outpaced employment
gains. The moderation in productivity growth per worker in the formal non-agricultural sector
was exceeded by the deceleration in increases in average salaries and wages per worker in the
first quarter of 2011, resulting in a moderation in year-on-year growth in nominal unit labour cost
from 7,7 per cent in the fourth quarter of 2010 to 5,3 per cent in the first quarter of 2011, the latter
value being consistent with the inflation target range.

Prices

Headline consumer price inflation accelerated from a low of 3,2 per cent in the year to September
2010 to 5,3 per cent in the year to July 2011, nevertheless remaining within the inflation target
range of 3 to 6 per cent for 18 consecutive months after entering it in February 2010. The
main drivers of the upward trend in consumer price inflation were the food and non-alcoholic
beverages and transport categories. Producer price increases for domestic output moderated
in the second half of 2010 from a peak year-on-year rate of 9,4 per cent in June 2010 to a low
of 5,5 per cent in January 2011, before accelerating to 8,9 per cent in July 2011, particularly as
a result of accelerating electricity prices.
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The fundamental drivers of the acceleration in domestic producer price inflation were imported
commodity prices and specifically price increases in the imported agricultural and mining
categories. Imported producer price inflation accelerated markedly from 0,5 per cent in November
2010 to 10,4 per cent in June 2011, before moderating to 10,2 per cent in July. Imported producer
price inflation at the agricultural level accelerated to 13,6 per cent in April 2011, before moderating
in ensuing months to 5,0 per cent in July. Owing to a steep increase in international crude oil
prices, producer price inflation for imported commodities accelerated notably over the period.
Crude oil prices, however, receded somewhat in May and June 2011, before rising again in July,
while imported producer price inflation at the manufacturing level remained subdued.

Producer prices of domestic output and imported commodities

Percentage change over twelve months
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The moderation in headline consumer price inflation since September 2008 continued until
September 2010, accelerating steadily thereafter to 5,3 per cent in the year to July 2011.
The acceleration in headline CPI inflation resulted mainly from an acceleration in the rates
of increase in the prices of consumer goods. Year-on-year consumer goods price inflation
moderated to below the lower limit of the inflation target range in June 2010, amounting to
1,5 per cent in September, before accelerating to 5,1 per cent in July 2011. In the consumer
goods basket, the food and the housing and utilities categories registered rates of
increase above the upper limit of the inflation target range, amounting to 7,5 per cent and
12,8 per cent respectively in July 2011.

Consumer prices

Percentage change over twelve months
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Twelve-month headline consumer services price inflation decelerated to within the inflation target
range in July 2010, moderating in subsequent months to 4,5 per cent in February 2011, before
accelerating to 5,5 per cent in July 2011. In the consumer services basket, price increases in
the health, transport and education categories exceeded the upper limit of the inflation target
range in July 2011.

Consumer goods and services price inflation

Percentage change over twelve months

2011

Feb Mar Apr May Jun Jul

Headline CPI ......ccoiiiiiiiieeeeeeee, 3,7 41 4,2 4,6 5,0 53
Goods price inflation...........ccoceeiiieeans 3,0 3,6 3,7 4.5 4,9 5,1
Durable goods ......cccccevvivieiiiieiiieens -2,6 -2,5 -2,3 -2,3 -2,7 -2,1
Semi-durable goods...........cccevveeinnnn. 0,7 0,4 1,0 1,6 1,8 1,7
Non-durable goods.........ccccccevvvvnnnnnn. 5,8 6,7 6,8 7,6 8,5 8,6
Services price inflation..........c..cccceveenis 4,5 4,6 4,7 4,7 5,2 5,5

Twelve-month producer food price changes continued to register rates of deflation up to
January 2011, led by declines in the producer prices of food at especially the agricultural level.
Price changes of food at the manufactured level reverted to inflation from November 2010 and
continued to increase in ensuing months up to July 2011 when it amounted to 6,3 per cent. At the
agricultural level a period of producer food price deflation lasting 26 consecutive months made
way for inflation, when it accelerated markedly to 8,9 per cent in May 2011 before moderating
again to 5,0 per cent in July. Total producer food price changes moved from deflation lasting 19
months to inflation from February 2011, amounting to year-on-year rates of 5,4 per cent in June
2011 and 5,9 per cent in July.

Year-on-year consumer food price inflation decelerated markedly to 1,1 per cent in July 2010
but subsequently picked up considerably and amounted to 7,5 per cent in July 2011. Over the
same period, processed food price inflation accelerated from 1,2 per cent to 8,9 per cent, while
unprocessed food price inflation accelerated from 0,9 per cent to 6,2 per cent.

Food price inflation at the producer and consumer level

Percentage change over twelve months

Weight July 2010 July 2011
Total ProdUCEr PrICES......coviiiiiei et 100,00 7,7 8,9
Agricultural food PriCes ........ccccoviiiiiiiiiiieiiiic 3,89 -4,4 5,0
Manufactured food PriCes .........cccvvvviviiciiiiiiiieee 5,87 -0,9 6,3
Total producer food PriCeS......cuevrriiririiieeiieeeeieee s 9,76 -2,2 5,9
Total CONSUMET PFICES ..ovvviiiiiiiiiieee it e e 100,00 3,7 5,3
Unprocessed food PriCES .......ovvvvvvieeeiiiiiiiiiieees e 7,48 0,9 6,2
Processed food PriCES ...vvvvviiiiiiiiiiieeeeciiiiie e 6,79 1,2 8,9
Total consumer food PriCeS........ccveveriieeeriieeeeiieeeeeen. 14,27 1,1 7,5

Lower food prices continued to put downward pressure on consumer price inflation up to
September 2009, resulting in headline consumer price inflation, excluding food and non-
alcoholic beverage prices, being higher than the headline inflation rate. The situation was
reversed from March 2011 when food prices again started increasing at elevated rates, exerting
upward pressure on consumer price inflation.

When comparing changes in the prices of the various food categories from July 2010 (when
food price inflation amounted to 1,1 per cent) to July 2011 (when food price inflation accelerated
to 7,5 per cent), price increases of almost all the different food categories accelerated over this
period. Price changes in three categories went from rates of decline in July 2010 to rates of

Quarterly Bulletin September 2011 South African Reserve Bank

19



20

increase in July 2011, with the oils and fats category moving from a rate of decline of 4,3 per
cent in July 2010 to a rate of increase of 24,1 per cent a year later. Of all the food categories,
only inflation in the prices of milk, eggs and cheese as well as fish and vegetables decelerated
in the year to July 2011. Price changes of meat, representing the highest individual weight of all
the different food categories, reversed from a rate of decline of 0,1 per cent to a rate of increase
of 11,3 per cent over the period.

Food price inflation

Percentage change over twelve months according to product group

Weight July 2010 July 2011
Bread and CErealS ........vviiiieiiiiiiiiiceieccieee e 3,08 -3,3 9,6
MEBBL ...t 4,59 -0,1 11,3
FISI et 0,66 3,8 2,4
Milk, €ggs and ChEESE........cccvvviviiiiiiiiiiiee e 1,79 1,6 1,1
Olls AN LS .veeviiiie e 0,53 -4,3 241
Fruit............ 0,47 2,2 3,8
Vegetables 1,63 9,0 -0,3
Sugar, sweets and desserts ..o 0,77 4,8 8,9
Other fOOAS ...ei i 0,75 2,2 6,9
All F00d ProdUCES...cceviieiiiie e 14,27 1,1 7,5
Total headling CPIl ......c.ooiiiiiiieeee e 100,00 3,7 53

If the impact of the more volatile food, non-alcoholic beverages and petrol prices is excluded from
the calculation of the headline consumer price index, underlying year-on-year inflation amounted
to 4,3 per cent in July 2011, being indicative of underlying inflationary pressures remaining fairly
well contained. If, in addition, energy prices (predominantly electricity) are excluded from the
calculation of headline consumer price inflation, an even lower rate of 3,9 per cent results.

The indication that inflationary pressures are still fairly well contained is corroborated when
price changes are analysed according to the classification of individual consumption by
purpose (COICOP) categories. The twelve-month increase of only three of the twelve categories
exceeded the 6 per cent upper limit of the inflation target range in July 2011. Of the remaining
categories, five recorded price increases within the inflation target range, while four of the
categories registered rates of increase below the lower limit of the inflation target range in
July 2011. The three categories that increased at rates above 6 per cent in July 2011, with a
combined weight of 40,43 per cent, included food and non-alcoholic beverages, housing and
utilities and education.

Headline CPI inflation in COICOP categories

Percentage change over twelve months

Weights July 2011
COMMUNICATION .ttt 3,22 -1,1
Recreation and CURUIE ........cooiiuiviiiiec i 4,19 0,5
Household content and SEIVICES ..........uuvuuiiiiiiiiiiii e 5,86 1,7
Clothing and fOOtWEAN .......veiiiiie e 4,11 2,2
Miscellaneous goods and SEIVICES .........ccvveiiiiiiiiiiieeiiiee e 13,56 4,4
HEAIN. .. 1,47 5,2
TEANSPON vttt 18,80 5,3
Restaurants and NOtEIS. .........coiiiiiiiiii e 2,78 5,4
Alcoholic beverages and t0DaCCO..........ccoviiiiiiiiiiiiic 5,68 6,0
HOUSING @Nd ULIITIES ©..vvveeeeiiiiieeee e 22,56 6,9
Food and non-alcoholiC DEVEragES. .........uvvveiiiiiiiiiiiee et 15,68 7,4
EQUCALION .. 2,19 8,6
Total headling CPI ......ooi e 100,00 5,3
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Contrary to headline consumer price inflation remaining within the inflation target range,
administered price inflation registered rates of increase well above the upper limit of the inflation
target range, with some categories in the administrative price basket even increasing at double-
digit rates during the first seven months of 2011.

Twelve-month administered price inflation accelerated notably from 7,1 per cent in September
2010 to 12,0 per cent in June 2011, before receding somewhat to 11,7 per cent in July, marking
the twentieth consecutive month that the inflation rate for administered prices had exceeded
the upper limit of the inflation target range. During this period, petrol prices increased by
R1,85 cents/litre, while the year-on-year increase in electricity prices amounted to 18,9 per cent.
With the exception of communication and television licences, prices of all other component
products in the administered prices basket increased at year-on-year rates in excess of the upper
limit of the inflation target range in July 2011. If the effect of petrol prices is excluded from the
calculation of administered prices, the rate decreases to 9,3 per cent in the year to July 2011.
If electricity prices are also excluded, the rate of increase in administered prices amounted to
6,8 per cent in July 2011.

Targeted inflation and administered prices

Percentage change over twelve months
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Inflation expectations, as reflected in the survey conducted by the BER in the second quarter of
2011, remained unchanged at 5,3 per cent for 2011. Inflation expectations for 2012 were revised
slightly upwards from 5,7 per cent to 5,8 per cent. Annual average CPI inflation is therefore
expected to accelerate from 4,3 per cent in 2010 to 5,3 per cent in 2011, before rising to
5,8 per cent in 2012 and remaining at this level in 2013. This is the first time since the third
quarter of 2007 that annual average CPl inflation expectations have fallen within the target range
over the whole three-year forecast period. Households have raised their inflation expectations
for the first time since the third quarter of 2009. They now expect CPI inflation to average 6,1 per
cent in 2011 — up from 5,8 per cent previously.

Headline consumer price inflation expectations

Per cent, as surveyed in the second quarter of 2011

Financial Business Trade union All surveyed
Average inflation expected for: analysts representatives representatives  participants
20T e 5,0 5,4 5,5 53
2072, s 57 5,8 6,1 5,8
2018 55 6,0 59 5,8

Source: Bureau for Economic Research, Stellenbosch University
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Foreign trade and payments

International economic developments

Preliminary estimates suggest that the global economic recovery moderated significantly to an
estimated annualised rate of around 2,5 per cent in the second quarter of 2011. Economic growth
in excess of 5 per cent was registered in the year to June 2010, followed by a somewhat slower
pace of increase of about 4 per cent in the second half of 2010 and the first quarter of 2011.

Global economic growth

Percentage change from quarter to quarter in real production

Al N
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Seasonally adjusted annualised rates
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Source: South African Reserve Bank calculations based on data from the IMF, national statistical offices
and JPMorgan

According to the June 2011 International Monetary Fund (IMF) World Economic Outlook Update,
the global economy is expected to expand by 4,3 per cent in 2011 and 4,5 per cent in 2012. The
IMF also expects a slowdown in the second quarter of 2011, to be followed by a pickup in global
activity in the second half of the year. The JPMorgan global manufacturing Purchasing Managers
Index (PMI), however, declined from an average of 53,4 index points in the second quarter of 2011
to a more than two-year low of 50,1 index points in August 2011, suggesting that the rebound in
global manufacturing production in the second half of 2011 may be weaker than initially projected.

Global economic developments in the second quarter of 2011 were largely dominated by
worldwide supply-chain disruptions following the earthquake and tsunami in Japan, heightened
uncertainty about the sovereign debt crisis in peripheral European countries and concerns
about the fiscal situation in the US. Although the pace of economic recovery slowed in recent
months, annualised real output growth in the US accelerated from 0,4 per cent in the first
quarter of 2011 to 1,0 per cent in the second quarter, mainly driven by positive contributions
from non-residential fixed investment, exports, personal consumption expenditure and federal
government spending.

The US federal debt reached the statutory limit of US$14,3 trillion in mid-May 2011, forcing the
Treasury to consider extraordinary measures to fund government operations. Failure to raise the
debt ceiling would have meant that these extraordinary measures would have been exhausted
on 2 August 2011. The risk of a possible default in the US was imminent and the major credit
rating agencies indicated in June 2011 that they would consider downgrading the credit rating
of US debt securities. These negative perceptions adversely affected the exchange value of
the US dollar against most major currencies. Eventually, the US Congress passed legislation
authorising an increase in the US debt ceiling just before the 2 August deadline. However,
Standard & Poor’s (S&P), a credit rating agency, nevertheless lowered its long-term sovereign
credit rating of the US from “AAA” to “AA+” on fears that the fiscal consolidation plans that the
US Congress and the Administration had agreed to, would fall short of the amount necessary to
stabilise the general government debt burden by the middle of the decade.
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Although most recently economic activity in Japan showed signs of improvement following the
natural disasters that struck the country, real output continued to contract, recording annualised
rates of decline of 3,6 per cent in the first quarter of 2011 and 1,3 per cent in the second quarter.
Industrial production fell by 2,8 per cent in July 2011 compared with declines of 1,7 per cent
and 5,5 per cent in the preceding two months — signalling a gradual moderation of supply
constraints. The quarterly Reuters Tankan survey of large manufacturers dropped meaningfully
in the second quarter of 2011, revealing that sentiment among motor vehicle manufacturers
had deteriorated by a record reading. The Shoko Chukin small business sentiment index also
declined significantly during the second quarter of 2011, but rebounded in July.

After recording annualised growth of 3,4 per cent in the first quarter of 2011, the growth
momentum in the euro area moderated to 0,7 per cent in the second quarter. The weaker
growth in the euro area was largely due to slower growth in member countries such as Germany,
France and the Netherlands. Increasing concerns about fiscal problems in Greece, Portugal and
Ireland during the first half of 2011 resulted in a downgrading of these countries’ sovereign credit
ratings. The spreads of yields between 10-year benchmark government bonds of peripheral
European countries and German government bonds of similar maturity consequently widened
sharply following these developments.

Sovereign yield spreads of selected countries vis-a-vis German government bonds
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Source: Bloomberg

The spreads on Portuguese government bonds declined in early May 2011, following the European
Union (EU)-IMF rescue package of €78 billion, but increased again after it had become evident
that Greece would need an additional bailout package. In an attempt to avert the sovereign
debt contagion spreading to other European countries, in July 2011 EU Heads of State agreed
to a new funding programme for Greece, estimated at €109 billion which is subject to private
bondholder participation. Spreads on government bonds from Greece, Ireland and Portugal fell
sharply, but started to increase in Italy and Spain in early August 2011 due to concerns about
their excessive levels of government debt.

The latest available estimates suggest that real output growth in emerging markets moderated
sharply in the second quarter of 2011. These effects were widespread with most emerging
markets experiencing a moderation in economic growth. The slowdown in emerging Asia
was due to the moderation of growth in China, India, Indonesia and the Philippines, and to a
contraction in output registered in Thailand. Growth in Latin America also slowed in the second
quarter of 2011, mainly due to slower growth in Brazil, Argentina, Colombia, Peru and Ecuador,
and to a decline in output recorded in Venezuela. The slower growth registered in emerging
Europe was underpinned by a significant moderation of growth in Russia and Hungary.
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Most countries in the sub-Saharan region are recovering from the slowdown after the global
financial crisis. The speed of the recovery, however, varies between countries. Growth is
expected to average 5,5 per cent in 2011 and 5,9 per cent in 2012.

The Brent crude oil price reached levels of US$127 per barrel in early April 2011 due to the conflict
in Libya, but has since retreated somewhat due to increased output from Saudi Arabia, the release
of strategic crude oil reserves by the International Energy Agency (IEA) and concerns about the
euro area debt crisis and the US approaching its public debt limit. However, the IEA’'s decision
not to continue releasing oil from emergency reserves and the announcement of a second bailout
package for Greece in July 2011 again contributed to higher crude oil prices. Furthermore,
production outages in non-Organization of the Petroleum Exporting Countries (OPEC) countries,
a weaker US dollar and prospects for higher seasonal demand in the third quarter of 2011 kept
crude oil prices above US$115 per barrel during most of July 2011. Concerns about global growth,
however, resulted in a sharp decline in oil prices in early August 2011, reaching levels of around
US$104 per barrel at the beginning of the second week. Oil prices have since increased to levels
of around US$115 per barrel towards the end of August 2011, partly due to lower US crude oil
inventories, concerns that bad weather conditions could disrupt US oil supplies and speculation
that the US economy could recover if the Federal Reserve provides further stimulus. In its August
2011 Oil Market Report, the IEA lowered global oil demand for 2011 to 89,5 million barrels per day
and projected global oil demand at 91 million barrels per day in 2012,

Oil and commodity prices
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Global inflation accelerated further in the second quarter of 2011 mainly due to high commmodity
prices, with price pressures being more pronounced in emerging-market economies. According
to the June 2011 IMF World Economic Outlook Update, projected inflation in advanced economies
was revised upwards by 0,4 percentage points to 2,6 per cent in 2011 and left unchanged at
1,7 per cent in 2012. Inflation in emerging-market and developing economies was left unchanged
at 6,9 per cent in 2011 and revised upwards by 0,3 percentage points to 5,6 per cent for 2012.
Annual consumer price inflation in the US has accelerated sharply since the end of 2010, before
stabilising at 3,6 per cent in July 2011. Core inflation also increased in the past six months,
reaching 1,8 per cent in July 2011. Consumer prices in Japan also rose on account of higher
commaodity prices, with core price changes moving to positive territory. Annual harmonised index
of consumer prices (HICP) and core inflation for the euro area trended upwards during the second
quarter of 2011, reaching 2,7 per cent and 1,6 per cent in June 2011, before moderating to 2,5 per
cent and 1,2 per cent in July respectively.

Inflationary pressures have edged upwards in most emerging-market economies. Among
the major emerging-market economies, inflationary pressures remained elevated in Russia,
Turkey, China, India, Brazil and Argentina. Consumer price inflation in China accelerated further,

{
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reaching 6,5 per cent in July 2011. Inflationary pressures are expected to persist due to high
commodity prices and the overheating pressures in some major emerging-market economies.
The IMF has noted that inflationary pressures in emerging-market economies have become
increasingly broad-based, in part due to elevated demand pressures.

Monetary policy remained accommodative in all the major advanced economies. However,
the ECB raised its main refinancing rate in April and July 2011 in an attempt to contain higher
inflation expectations. Renewed tensions in financial markets, however, prompted the ECB
in early August 2011 to conduct a liquidity-providing supplementary longer-term refinancing
operation with a maturity of approximately six months. The ECB also decided to purchase
Italian and Spanish government bonds in order to stabilise financial markets. By contrast, the
US Federal Open Market Committee (FOMC) has maintained its policy rate at between 0 and
0,25 per cent since December 2008 in view of the very low level of resource utilisation and
subdued outlook for inflation over the medium term, and has indicated that it was likely to keep
interest rates exceptionally low at least through mid-2013. The FOMC has also finalised its bond
purchasing programme on schedule. The Bank of Japan has held its policy rate steady since
October 2010, but has since introduced a number of measures to assist economic growth. The
Bank of England has also recently voted to hold rates at a record-low level despite inflationary
pressures in order to support the fragile economic recovery. The Swiss National Bank reduced
its policy rate on 3 August 2011 partly in an effort to weaken the strong Swiss franc.

Central banks in many emerging-market economies have tightened monetary policy by raising
interest rates and reserve requirement ratios several times. China, like several other emerging-
market economies, has implemented a number of measures to reduce domestic liquidity and
dampen demand for housing. The central banks of China, Chile, India, Korea, Poland, Russia,
South Korea, Taiwan and Thailand have recently increased their key policy rates in an attempt
to stabilise rising inflationary pressures.

Current aCCOUI’]t4 4 Unless stated to the

contrary, the current-
. . X . ) ) ) account transactions
The pickup in global demand alongside elevated international commodity prices boosted the  referred to in this section

export earnings of South African producers and brought about a steady widening of the surplus ;eda;'niif”zgg'l'y Sl
on the trade account of the balance of payments throughout 2010. In the first half of 2011 however,

imports rose more strongly than exports, resulting in smaller trade surpluses in both the first and

second quarter. These developments, together with a moderate increase in the shortfall on the

services, income and current transfer account of the balance of payments, gave rise to a widening

of the current-account deficit from 1 per cent of gross domestic product in the fourth quarter of

2010 to 3,1 per cent and 3,3 per cent respectively in the first and second quarters of 2011.

Balance of payments on current account

Seasonally adjusted and annualised

R billions
2010 2011
2ndgr 3rdqgr 4thqr Year 1stgr 2ndgr

Merchandise eXports........ccccveivvieeiiiieeiiiieeanns 549,7 585,5 613,1 565,9 620,4 641,7
Net gold EXPOMS.....vveeiiieeiiiie et 61,9 61,5 62,9 59,5 63,3 69,9
Merchandise IMPOMS .......ccovvviieiieiiiiiieieee -600,5 -618,0 -600,5 -598,2 -661,7 -696,4
Trade balanCe.........cccoeeeeieeriieeiieeeeeeeeee 11,1 29,0 75,5 27,2 22,0 15,2
Net service, income and
current transfer payments..........cocceeevvieeeiinnn. -859 -1135 -103,0 -102,2 -109,8 -110,6
Balance on current account............ccceeeiens -74,8 -84,5 -27,5 -75,0 -87,8 -95,4

As a percentage of gross domestic product -2,9 -3,1 -1,0 -2,8 -3,1 -3,3

Successive supply shocks that affected global economic activity in early 2011 led to an uneven
moderation in demand from some of South Africa’s trading-partner countries. However, owing
mainly to increased demand from Asia which countered lower demand from certain advanced
economies, South Africa’s export earnings advanced further in the second quarter of 2011.

Quarterly Bulletin September 2011 South African Reserve Bank 25



26

Balance on current account

Percentage of gross domestic product
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Seasonally adjusted and annualised

Notwithstanding ongoing concern about the sovereign debt of a number of countries in the
euro area, the volume of goods exported to Europe and Asia increased noticeably partly on
account of firmer demand for especially platinum and domestically manufactured vehicles and
transport equipment. Having contracted by 3,6 per cent in the first quarter of 2011, the volume
of merchandise exports rose by 3,7 per cent in the second quarter, in part also reflecting the low
base in the preceding quarter. Despite this improved export performance, the ratio of real
merchandise exports to real gross domestic product was still significantly lower than similar
ratios attained between 2005 and 2008.

Value of merchandise exports
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Although international commodity prices moved broadly sideways in US dollar terms from the
first quarter to the second quarter of 2011, the rand price of a basket of South African mining
exports declined over the period due to the appreciation of the rand against the US dollar. The
value of merchandise exports accordingly advanced by 3,4 per cent in the second quarter of
2011 following an increase of 1,2 per cent in the first quarter.

{
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International prices of selected South African export commodities
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The fixing price of gold on the London market, however, increased by 8,7 per cent from US$1 385
per fine ounce in the first quarter of 2011 to US$1 506 per fine ounce in the second quarter,
reflecting investors’ increased appetite for gold as a safe haven investment amid the prevailing
uncertainty in global financial markets. The price of gold surged to US$1 881 per fine ounce on
23 August 2011, affected by large-scale global portfolio allocations in favour of commodities and
by speculative transactions in the wake of the downgrading of US government debt by one of the
credit rating agencies, sovereign debt concerns in Europe and weakening global growth.

Despite the moderate appreciation in the quarterly average exchange value of the rand against
the US dollar, the realised rand price of South Africa’s net gold exports increased by 5,5 per
cent from the first quarter of 2011 to the second quarter. Moreover, the volume of net gold
exports advanced by 4,6 per cent, after declining for three consecutive quarters. Domestic
gold producers benefited from the surge in the demand for gold by, among others, various
central banks amid uncertainty in global financial markets. Central banks that increased their
gold holdings included Korea, Russia and Mexico. The value of South Africa’s net gold exports
consequently increased by 10,3 per cent over the period.

The value of merchandise imports, which increased strongly in the first quarter of 2011, rose
by a further 5,2 per cent in the second quarter, primarily due to an increase in the volume of
imported goods. Higher international wholesale prices, along with an increase in international
crude oil prices, gave rise to somewhat higher import prices over the same period.

The domestic demand for imported intermediate goods gained further momentum in the
second quarter of 2011. An analysis of merchandise import values by region indicates that the
supply from Asia outstripped that of Europe and the US over the period. Imports from Asia to
an important extent comprised crude oil originating from Saudi Arabia and Iran. The volume of
crude oil imports surged by 10,1 per cent in the second quarter of 2011, whereas the volume of
non-oil merchandise imports increased by 3,3 per cent. Non-oil imports were largely dominated
by the importation of machinery and electrical equipment, in particular audio-visual, digital and
computer equipment. Spending on these products was probably underpinned by technological
considerations and increases in the disposable income of households. The importation of
machinery from Europe also picked up somewhat, consistent with the steady advancement
of capital expenditure since 2010. Although the domestic demand for imported vehicles and
transport equipment contracted somewhat in the second quarter of 2011, it remained fairly firm,
still exceeding levels registered in 2010.

An analysis of imports according to stages of production indicates that the imports of
intermediate goods, including crude oil, increased considerably compared with more moderate
increases in the imports of consumer goods in the second quarter of 2011. At the same time the
value of imported capital goods declined somewhat.
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Merchandise imports according to stage of production

R billions, semi-log scale
600

500

400

Intermediate goods
300

200
Capital goods

150 =

100
Consumer goods

25 | | |
2006 2007 2008 2009 2010 2011

Seasonally adjusted and annualised

The deficit on the services, income and current transfer account widened marginally from
R109,8 billion in the first quarter of 2011 to R110,6 billion in the second quarter. The moderately
larger deficit in the second quarter can mainly be ascribed to an increase in net current transfer
payments to the rest of the world, which was only partly offset by a decrease in net services
and income payments.

Lower net service payments in the second quarter of 2011 were mainly brought about by higher
travel receipts and lower payments for services of a technical nature (in the category “other
services”) rendered by non-resident parties. These services were largely related to infrastructural
activities, including the Gautrain Project which neared completion in the second quarter of 2011.
Higher gross dividend receipts reduced net income payments in the second quarter of 2011
as gross dividend payments to foreign investors remained virtually unchanged over the period.
When comparing the first half of 2011 with the corresponding period in 2010, gross dividend
payments to, and receipts from, non-resident investors rose by a roughly similar magnitude. At
the same time, net current transfers to the other members of the Southern African Customs
Union (SACU) increased on the basis of a partial recovery in trade in merchandise as a new
fiscal year commenced.

The rand prices of both exports and imports increased in the second quarter of 2011. Although
the prices of non-gold exports declined marginally, these declines were more than offset by
increases in the prices of gold exports and non-factor services rendered to non-residents.
Import prices, however, rose more strongly over the period. This caused South Africa’s terms of
trade to recede somewhat in the second quarter of 2011.

Financial account

Ongoing concerns about sovereign debt in a number of peripheral countries in the euro area,
the outlook for global economic growth and the delayed increase in the debt ceiling in the US
prompted renewed risk awareness among international investors. Despite these developments,
foreign portfolio investors continued to accumulate domestic equity and debt securities, while
longer-term foreign investors continued to expand their direct investment assets in South Africa.
The net capital inflow on the financial account of the balance of payments (including unrecorded
transactions) accordingly amounted to R23,7 billion in the second quarter of 2011 compared
with an inflow of R55,1 billion in the preceding quarter.

{
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Balance on financial account
R billions

2006 2007 2008 2009 2010 2011

Including unrecorded transactions

Foreign-owned assets in South Africa

Inward direct investment into South Africa rose to R12,3 billion in the second quarter of 2011,
thereby registering the largest quarterly inflow since the second quarter of 2009. According
to early indications, direct investment inflows emanated primarily from the US, China and
Japan, and were mainly directed to the domestic wholesale and retail trade, mining and
manufacturing sectors. The inward movement of direct investment capital was, however,
partly countered by a disinvestment transaction whereby a United Kingdom-based company
sold its equity stake in a South African company operating in the finance, insurance, real-
estate and business services sector.

Net financial transactions not related to reserves

R billions
2010 2011
2nd qr 3rd gr 4th gr Year 1stqr 2nd qr

Change in liabilities

Direct investment.........cccooveiiiieiins 2,9 1,1 4,3 11,4 5,0 12,3

Portfolio investment .........ccccooieins 28,4 45,8 -10,4 107,9 20,8 35,1

Other investment ..........cccoeiiiincns -1,5 15,1 13,3 10,9 1,9 9,7
Change in assets

Direct investment.........ccccovveviieennn. -3,3 -7,0 6,9 -3,3 -11,2 -6,0

Portfolio investment ............cccceeoeene. -2,2 -9,7 -10,8 -28,3 -22,1 -9,5

Other investment ........c.cccoovveviiiinens 10,2 -6,5 -18,0 -17,7 31,7 -19,3
Total financial transactions*................. 24,0 29,5 2,6 106,0 55,1 23,7

As a percentage of gross domestic

PrOQUCT......oviiiiiiaciieeeeee e 3,6 4,3 0,4 4,0 7,8 3,3

* Including unrecorded transactions

Non-resident portfolio investors continued to accumulate South African equity securities through
the JSE Limited (USE) in the second quarter of 2011. These capital inflows were, however,
more than neutralised by the repatriation of foreign investors’ minority equity stakes in a South
African company that was sold to a foreign direct investor company. Over the same period, non-
resident investors displayed an increased appetite for South African debt securities, consistent
with South Africa’s favourable sovereign ratings and sound macroeconomic framework. In total,
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the country’s portfolio investment liabilities increased by R35,1 billion in the second quarter
of 2011 compared with a capital inflow of R20,8 billion registered in the first quarter; in both
instances through debt securities.

Portfolio liabilities: Investment flows

R billions
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Other investment liabilities recorded an inflow of R9,7 billion in the second quarter of 2011
compared with an inflow of capital in the amount of R1,9 billion in the preceding quarter. The
inward movement of capital mainly reflected the increase in foreign currency deposits placed
with domestic banks. The inflow of capital was further supplemented by long-term foreign loans
extended to domestic banks and public corporations.

South African-owned assets abroad

Outward direct investment by South African companies increased by a further R6,0 billion in
the second quarter of 2011 following an increase of R11,2 billion in foreign direct investment
assets during the first quarter. This outflow of direct investment capital was mainly concentrated
in the manufacturing and the wholesale and retail trade sectors. On a smaller scale, direct
foreign investment assets were also obtained in subsidiaries classified in the mining and the
community, social and personal services sectors in the second quarter of 2011.

Despite the prevailing uncertainty in the global financial markets, South African investors raised
their foreign portfolio assets by a further R9,5 billion in the second quarter of 2011. In the first
half of 2011 institutional investors and individuals accumulated foreign portfolio assets to the
value of R31,6 billion; for the year 2010 as a whole, the net acquisition of foreign portfolio assets
came to R28,3 billion.

Other foreign investment abroad recorded an outflow of capital in the amount of R19,3 billion
in the second quarter of 2011 compared with an inflow of R31,7 billion in the preceding quarter.
In contrast to the preceding quarter, these outflows emanated mainly from an increase in
domestic banks’ foreign currency deposits with non-resident banks amid growing uncertainty
and volatility in global financial markets.

Foreign debt

South Africa’s total outstanding foreign debt increased from US$99,0 billion at the end of
December 2010 to US$103,1 billion at the end of March 2011. This rise was mainly brought
about by a further increase in the country’s foreign currency-denominated debt, while rand-
denominated debt declined marginally.

{
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Foreign debt of South Africa

USS$ billions at end of period

2010 2011

1stqr 2nd gqr 3rd gr 4th gr 1stgr

Foreign currency-denominated debt................... 421 40,9 43,5 45,2 49,8
16,8 16,0 17,0 16,5 21,1

54 55 6,1 6,5 7,1

Monetary SECION .......ooiviiiiiieicieee s 9,2 8,3 9,1 10,3 9,0
Non-monetary private sector..........cccccoevvvvnnnnnn. 10,7 11,1 11,3 11,9 12,6
Rand-denominated debt............cccoiiiiiinnn. 39,0 39,0 50,4 53,8 53,3
BONAS .ot 13,5 15,2 22,7 24,6 24,7
OtNBI .o 25,5 23,8 27,7 29,2 28,7
Total foreign debt ........cceeeeririierieereeeeee 81,1 79,9 93,9 99,0 103,1
As a percentage of gross domestic product..... 26,0 24,1 27,3 27,2 27,0
As a percentage of total export earnings.......... 93,0 85,8 95,0 95,2 93,8

The issuance of foreign currency-denominated bonds by the national government, parastatals
and private non-banking sector companies on international capital markets mainly accounted
for the increase in foreign currency-denominated external debt. Problems in the Middle East and
North Africa (MENA) region and the ongoing sovereign debt crisis in Europe did not materially
affect foreign investors’ appetite for domestic bonds. The 30-year Yankee bond issued by the
South African government in the first quarter of 2011 has the longest maturity of any international
bond ever issued by a domestic institution, and raised the level of foreign-denominated bonds
issued by public authorities to non-resident investors by US$750 million. The upgrading of
infrastructure and the development of new projects furthermore prompted public corporations
to borrow abroad to finance these projects. At the end of March 2011, the outstanding foreign
debt of public corporations amounted to US$10,5 billion compared with US$5,3 billion at the
end of March 2010.

Rand-denominated debt, in dollar terms, declined marginally as repayments made on loans under
repurchase agreements fully offset an increase in foreign deposits with South African banks.

Foreign debt
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Expressed in rand terms, the country’s outstanding foreign debt increased from R656 billion
at the end of December 2010 to R699 billion at the end of March 2011 as the exchange rate of
the rand, on balance, depreciated against the dollar. Owing to the acceleration in South Africa’s
real economic growth rate and enhanced export performance, the ratio of foreign debt to gross
domestic product declined from 27,2 per cent at the end of December 2010 to 27,0 per cent
at the end of March 2011, while the ratio of foreign debt to export earnings decreased from
95,2 per cent to 93,8 per cent over the same period.

International reserves and liquidity

South Africa’s overall balance of payments (i.e., the change in the country’s net international
reserves due to balance-of-payments transactions), which recorded a surplus of R32,2 billion in
the first quarter of 2011, registered a much smaller surplus of R2,4 billion in the second quarter,
reflecting the slower pace of capital inflows.

Measured in US dollar, the gross gold and other foreign reserves of the Bank (i.e., the official
international reserves of the country before accounting for reserve-related liabilities) increased
marginally from US$49,3 billion at the end of March 2011 to US$50,0 billion at the end of June
2011, and further to US$51,4 billion at the end of August. The level of import cover (i.e., the value
of gross international reserves relative to the value of imports of goods, services and income)
remained roughly unchanged at approximately 19 weeks during the first half of 2011.

The Bank’s international liquidity position increased from US$44,7 bilion at the end of
March 2011 to US$47,2 billion at the end of June before rising to US$49,1 billion at the end of
August, largely on account of further forward purchases of foreign currency by the Bank.

Exchange rates

Subsequent to a decline of 5,0 per cent in the first quarter of 2011, the nominal effective exchange
rate of the rand decreased by a further 1,5 per cent from the end of March 2011 to the end of
June. The rand depreciated most notably against the euro and the Japanese yen, partly as a
result of the rescue packages granted to certain European countries to avoid sovereign debt
restructuring and to assist Japan in recovering from the natural disaster experienced earlier in
the year. However, the exchange value of the rand was cushioned by strong demand for high-
yielding assets, elevated commodity prices, and a sizeable inward foreign direct investment
transaction in which a non-resident party acquired the majority equity stake in a domestic retail
and wholesale group during the period.

Exchange rates of the rand

Percentage change

30 Sep 2010 31 Dec 2010 31 Mar 2011 30 Jun 2011
to to to to
31 Dec 2010 31 Mar 2011 30 Jun 2011 31 Aug 2011

Weighted average™ .........cccoooeeeiiieennns 5,4 -5,0 -1,5 -4,0
BUIO o 7,3 -8,2 -2,0 -3,1
US dollar ............ 5,1 -2,4 0,0 -3,56
Chinese yuan 3,6 -3,0 -1,3 -4,7
British pound 7,8 -6,2 0,8 -5,1
Japanese yen 2,8 -0,7 -2,8 -8,0

* Against a basket of 15 currencies

Elevated commodity prices and a weaker US dollar partly supported the external value of the
rand in April 2011. Following this, the nominal effective exchange rate of the rand decreased in
May 2011 before increasing once again in June, when it was affected by the depreciation of the
euro and the British pound. During July and August 2011, the nominal effective exchange value
of the rand decreased by 4,0 per cent as the rand depreciated against all major currencies.

{
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The real effective exchange rate of the rand decreased by 0,7 per cent in the year to June 2011
but increased by 1,3 per cent on a month-to-month basis in the same month.

The average net daily turnover in the domestic market for foreign exchange decreased from
US$23,3 billion in the first quarter of 2011 to US$22,6 billion in the second quarter. This decrease
could largely be attributed to a decline in the value of non-resident swap transactions, which
decreased from US$11,1 billion per day to US$9,5 billion per day over the period. As a result,
the share of domestic banks (i.e., authorised dealers in foreign exchange) in the turnover in the
domestic market for foreign exchange gained some ground.
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5 The quarter-to-quarter
growth rates referred to

in this section are based
on seasonally adjusted
and annualised data.
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Monetary developments, interest rates and
financial markets

Money supply

The quarterly® growth in the broadly defined money supply (M3) declined continually from a
post-recession high of 12,9 per cent in the third quarter of 2010 to a negative rate of 1,0 per cent
in the second quarter of 2011. The twelve-month growth in M3 accelerated to a recent peak
of 8,2 per cent in January 2011, from which it retreated and subsequently fluctuated around a
level of 6 per cent during the three months to June. In July the yearly growth in M3 amounted to
5,6 per cent. The slowdown in M3 during this period mostly resulted from a moderation in
corporate-sector deposits, partly reflecting the weaker pace of growth inincome and expenditure
alongside the reallocation of available funds to higher-yielding investment instruments by some
corporate investors. The decline in corporate-sector deposits was partly offset by steady growth
in deposit holdings of the household sector.

Growth in M3
Percentage change
40 | | |

I Quarterly at seasonally adjusted annualised rates
35 == Over twelve months

30

25

20

N\—

2006 2007 2008 2009 2010 2011

The maturity structure of the monetary aggregates revealed a preference for precautionary
cash holdings and transactional deposits during the second quarter of 2011, probably affected
by uncertain near-term economic growth prospects. Although long-term deposits rebounded
from negative growth in the first quarter of 2011, second-quarter growth still remained relatively
low compared to the high rates of increase recorded in the last three quarters of 2010, with little
incentive for investors to step up exposure to low-yielding long-term depository investments.

Maturity analysis of growth in M3

Per cent at seasonally adj