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Quarterly Economic Review

Introduction

Concerns about fiscal sustainability in Italy and Spain gave rise to a sharp increase in sovereign
yields in the closing months of 2011. These fears and the concomitant loss of confidence were
partly arrested by strong policy responses and a simultaneous commitment by European Union
(EU) member countries to address the fiscal deficits and outstanding debt obligations of European
economies. Furthermore, the provision of additional funding by the European Central Bank (ECB)
helped to reduce the risk of a liquidity crisis, thereby raising market sentiment and contributing
to the enhanced economic performance of advanced as well as developing countries in the
opening months of 2012. The more optimistic outlook, however, deteriorated somewhat in May
2012 on renewed concerns and mounting speculation that Greece may leave the euro area and
fading hopes of reaching a resolution on fiscal integration. This negative news unsettled global
financial markets, causing stock markets to tumble while simultaneously increasing volatility in
foreign-exchange markets. Although the outlook for growth in the United States (US) improved in
the first quarter of 2012, activity in China, India and emerging Asia moderated alongside weaker
growth prospects for the euro area, South Africa’s most important trading partner.

Real economic growth in the domestic economy decelerated to 2,7 per cent in the first quarter
of 2012, notwithstanding the sustained accommodative monetary policy stance and an
improvement in business confidence levels. Production volumes in the mining sector contracted
sharply in the first quarter of 2012 due to domestic supply constraints alongside relatively weaker
demand from especially Asia. Growth in the real output in the manufacturing sector, however,
accelerated in response to a more vibrant domestic economy; export volumes remained fairly
subdued over the period. In addition to relatively weak demand from the euro area, domestic
producers also experienced a decline in international price competitiveness due to an increase
in the real effective exchange rate of the rand. Real value added by the construction sector
rose moderately, largely underpinned by civil construction activity. By contrast, the real output
of the trade sector displayed slower growth over the period. The finance sector recorded the
strongest growth among the tertiary sectors in the first quarter of 2012.

Consistent with the slower growth in domestic production, real gross domestic expenditure
also lost some momentum in the first quarter of 2012. Household consumption expenditure
moderated in pace with a slower rate of increase in real disposable income, notwithstanding low
interest rates and attractive prices of imported items. Government consumption expenditure
increased at a slower pace in the first quarter of 2012, reflecting a decline in the procurement
of military equipment and a much slower pace of increase in salaries and wages following the
completion of the population census fieldwork conducted in the preceding quarter. Fixed capital
formation was supported by the enhanced affordability of imported capital goods, low interest
rates and the higher priority assigned to infrastructural development in public-sector investment
programmes. Nevertheless, the ratio of fixed investment to gross domestic product in South
Africa remained low relative to that of many other developing countries and to investment levels
needed to obtain higher growth. Enhanced levels of capital formation, allocated to economically
efficient and sustainable projects, would go a long way towards strengthening the job-creating
capacity of the economy.

According to the Quarterly Labour Force Survey (QLFS) conducted by Statistics South Africa
(Stats SA), South Africa’s official unemployment rate rose from 25 per cent in the first quarter of
2011 to 25,2 per cent in the first quarter of 2012. Even though 304 000 job opportunities were
created in the year to the first quarter of 2012, the pace of increase was not sufficient to prevent
the number of unemployed people increasing by 164 000; the number of discouraged work-
seekers also rose by 112 000 over the same period.

Owing to the sustained strong increases in real gross domestic expenditure, the deficit on
the trade account of the balance of payments widened significantly in the first quarter of
2012 as import volumes continued to rise alongside declining export volumes. The size of the
trade deficit was exacerbated by a further deterioration in South Africa’s terms of trade, as
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declining commodity prices adversely affected South Africa’s export earnings. Combined with
a meaningfully larger shortfall on the services, income and current transfer account with the
rest of the world, the current-account deficit widened further to 4,9 per cent of gross domestic
product in the first quarter of 2012. This negative imbalance continued to be financed through
a combination of net foreign direct investment, portfolio and other investment-related foreign
capital inflows. In fact, the substantially larger net inward movement of capital in the first
quarter of 2012 gave rise to an improvement in the overall balance-of-payments position. This
contributed to an increase in the nominal effective exchange rate of the rand over the period,
assisting in the moderation of inflationary pressures.

Global consumer price inflation remained well contained in early 2012, despite intensifying
concerns regarding international oil prices resulting from geopolitical tensions over the period.
Against the background of slowing global demand, crude oil prices, however, receded
notably in May. In South Africa the acceleration in domestic inflation was arrested during the
opening months of 2012 as twelve-month headline consumer price inflation moderated from
6,3 per cent in January 2012 to 6,0 per cent in March before picking up marginally to 6,1 per cent
in April. This favourable development primarily resulted from a moderation in food price inflation.

Growth in credit extension picked up its pace during the first quarter of 2012, buoyed mainly
by renewed appetite for credit by the corporate sector, which probably reflected the sector’s
continued fixed investment activity and inventory accumulation. Although all credit categories
contributed towards the overall increase in total loans and advances, the general loans category
remained the dominant form of new credit extension in the opening months of 2012, while
the asset-backed categories maintained muted growth rates. General loans to the household
sector — also referred to as unsecured lending — rose briskly although at a somewhat slower
pace than before.

Short-term money-market rates continued to track the sideways movement in the repurchase
rate during the first five months of 2012, while forward rate agreements most recently started
discounting the possibility of policy easing towards the end of the year. The South African
Reserve Bank’s Monetary Policy Committee (MPC) kept the repurchase rate unchanged at its
May 2012 meeting. While the inflation forecast appears to be more favourable, the committee
emphasised the renewed risks from a possible further weakening of the exchange rate of the
rand. However, the MPC noted that countervailing pressures could come from weaker demand
and lower commodity prices, particularly those of oil. On balance, the risks to the inflation
outlook appear to be somewhat on the upside. The MPC statements discussing developments
underlying recent monetary policy decisions are reproduced in full on pages 60 to 67 of this
Quarterly Bulletin.

Despite the change of South Africa’s sovereign debt outlook to negative by the rating agency
Standard & Poor’s in March 2012, local bond yields continued to fluctuate downwards. This
trend occurred alongside the appreciation in the exchange value of the rand up to March,
the release of better-than-expected inflation data, strong demand for domestic bonds by non-
residents and the announcement of the likely inclusion of South African government bonds in
the Citigroup World Government Bond Index (WGBI) in the near future. Citigroup confirmed
such inclusion early in June, indicating that it would take effect in October. Domestic share
prices reached an all-time high in early May 2012.

National government recorded a smaller deficit in fiscal 2011/12 than originally budgeted, mainly
on account of stronger revenue collections. Corporate income tax and customs duty collections
exceeded the original projections by a considerable margin, more than offsetting weaker-than-
budgeted value-added tax collections. The deficit of 4,9 per cent of gross domestic product
was predominantly financed in the domestic bond market. Despite more than three years of
significant fiscal stimulation, government’s gross loan debt, while rising, still remained below
39 per cent of annual gross domestic product.

&b

South African Reserve Bank  Quarterly Bulletin June 2012



Domestic economic developments

Domestic output’ 1 The quarter-to-
quarter growth rates
. . . . L . referred to in this section
The steady acceleration in domestic economic activity since the second quarter of 2011 lost are based on seasonally
some momentum when growth in real gross domestic product moderated from an annualised adjusted data.

rate of 3,2 per cent in the fourth quarter of 2011 to 2,7 per cent in the first quarter of 2012. The
moderation in the first quarter could be attributed to a sharp contraction in real output of the
primary sector and slower growth recorded by the tertiary sector. By contrast, the real value
added by the secondary sector increased over the period, registering strong growth.

Real gross domestic product

Percentage change at seasonally adjusted annualised rates

2011 2012

Sector
1stgr 2ndqgr 3rdqgr 4thar Year 1st gr
Primary SeCtOr ......cvvvviviiiiiiii -4.7 -6,0 -14,7 -1,0 0,0 -11,2
AGHCUIUIE e -4,8 -9,5 -6,9 -5,0 -0,4 3,4
MINING e -4,6 -4,5 -17,8 0,7 0,2 -16,8
Secondary SECION .......vviiiiiieeiiie e 10,1 -6,5 -0,5 3,5 2,1 6,4
ManufaCturing.........coovveeiiieiiieee e 12,8 -8,8 -0,7 4,2 2,4 7,7
Tertiary SECIOr.....civiviiiii e 3,8 4,0 4,2 3,5 3,6 3,0
Non-primary sector 5,3 1,3 3,1 35 3,3 3,8
TOHAl s 4,6 1,0 1,7 3,2 3,1 2,7

Excluding the performance of the generally more volatile primary sector, growth in real gross
domestic production picked up from an annualised rate of 3,5 per cent in the fourth quarter of
2011 to a more pronounced 3,8 per cent in the first quarter of 2012.

Real gross domestic product

Percentage change from quarter to quarter
10

Seasonally adjusted annualised rates

2007 2008 2009 2010 2011 2012

I Gross domestic product
== \/alue added excluding primary sector

The real value added by the primary sector declined for the fifth consecutive quarter in the first
quarter of 2012 when output contracted at an annualised rate of 11,2 per cent. The weaker

Quarterly Bulletin June 2012 south African Reserve Bank 3



2 Section 54 of the
Mine Health and Safety
Act, 1996 (updated
November 2011).

performance of the primary sector resulted mainly from a sharp decline in the real value added
by the mining sector which was partly offset by a modest increase in agricultural output.

Following quarterly contractions throughout 2011, the real value added by the agricultural sector
increased at an annualised rate of 3,4 per cent in the first quarter of 2012. Despite the adverse
effects on field crop production of a dry mid-season spell in the opening months of 2012, the
maize crop for the 2011/12 production season is estimated at 11 million tons, sufficient to more
than fully cover domestic consumption. Animal and horticultural production increased in the first
quarter of 2012, indicative of a possible recovery in agricultural production in 2012.

Having recorded a marginal annualised rate of increase of 0,7 per cent in the fourth quarter of
2011, the real value added by the mining sector contracted markedly at a rate of 16,8 per cent
in the first quarter of 2012, subtracting 0,9 of a percentage point from overall economic growth.
The contraction was mainly attributable to a decline in the production of platinum and gold, even
though the production of other key export minerals such as diamonds also receded. The plunge
in platinum production largely reflected the shutdown of operations at a major platinum mine
due to a six-week long strike, while safety stoppages imposed over the period also curtailed
output. Gold-mining operations remained subdued largely on account of continuous safety
stoppages and the shutdown of operations at certain mines to allow infrastructure upgrades.
By contrast, coal production inched higher in the opening months of 2012 partly as a result of a
new mine coming into operation during the period.

In general, the weakness in mining production could be ascribed to domestic supply constraints
relating to strike activity, infrastructure development, the regulatory environment especially
Section 54 stoppages, and Eskom’s demand management programmes. These factors in
combination with the uncertain global economic environment largely prevented the mining
sector from fully capitalising on elevated commodity prices in the opening months of 2012.

Contribution to growth in real gross domestic product in the first quarter

Percentage points

Manufacturing

Finance

Trade

Government

Transport

Other services 0,0

Construction l 0,1

Electricity 0,0

Agriculture 0,0

] ]

-1,0 -0,5 0 0,5 1,0 1,5

Contrary to the contraction in the real value added by the primary sector, the performance of
the secondary sector improved notably as the real value added increased at an annualised rate
of 6,4 per cent in the first quarter of 2012, up from 3,5 per cent in the final quarter of 2011. This
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improvement resulted from a noticeable increase in real output of manufacturing as well as
stronger activity in the construction sector.

The recovery in the manufacturing sector that commenced in the third quarter of 2011 continued
in the first quarter of 2012. Growth in real value added by the manufacturing sector accelerated
significantly from an annualised rate of 4,2 per cent in the fourth quarter of 2011 to 7,7 per
cent in the first quarter of 2012 — the highest rate of increase since the first quarter of 2011,
adding 1,1 percentage points to the overall quarterly economic growth rate. This expansion was
brought about by increased production of textiles, clothing, leather and footwear; petroleum,
chemical products, rubber and plastic; basic iron and steel; as well as motor vehicles, parts
and accessories. Manufacturing output at these levels, however, remained considerably below
production levels attained prior to the economic recession.

The improved performance of the manufacturing sector notwithstanding the relatively weaker
demand from Europe, South Africa’s main trading partner for manufactured goods, in part
reflected the recovery in confidence levels in the sector since the second half of 2011. Consistent
with the higher level of production, the utilisation of production capacity in the manufacturing
sector advanced marginally from 80,1 per cent in the fourth quarter of 2011 to 80,5 per cent in
the first quarter of 2012.

Manufacturing: Capacity utilisation and real gross value added

Per cent Index: 2005=100
88 120
Gross value added
(right-hand scale)
% _>‘ N//
/\/ — 110
84 |— \/
Capacity utilisation
L~
80 [— N ~/\/
— 90
78 —
76 80

2007 2008 2009 2010 2011 2012

Seasonally adjusted

Having increased at an annualised rate of 1,2 per cent in the fourth quarter of 2011, the real
value added by the sector supplying electricity, gas and water contracted marginally at a rate
of 0,1 per cent in the first quarter of 2012. The decline in electricity production partially reflected
the outcome of agreements between the power utility and major users of electricity to reduce
demand, alleviating strain on the electricity grid in order to undertake maintenance, refuelling
at Koeberg, and inspection activity before the winter peak in demand. In addition, the almost
complete shutdown of a platinum mine for a significant part of the quarter restrained electricity
production. Recent increases in electricity tariffs continuously encouraged households and
other users to conserve electricity.

Economic activity in the construction sector continued to increase at a steady pace in the
first quarter of 2012. The government’s renewed focus on infrastructure development caused
civil construction activity to pick up noticeably while residential and non-residential building
activity also improved, albeit from fairly subdued levels. As a result, the real value added by the
construction sector accelerated from an annualised rate of 1,9 per cent in the fourth quarter of
2011 to 3,8 per cent in the first quarter of 2012.
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Growth in the real value added by the tertiary sector slowed from an annualised rate of
3,5 per cent in the final quarter of 2011 to 3 per cent in the first quarter of 2012. The first-quarter
performance resulted from slower growth in the real value added by the commerce and general
government sectors, which fully offset an acceleration in real output growth of the finance,
insurance, real-estate and business services sector.

Real output growth in the commerce sector moderated from an annualised rate of 5,2 per cent
in the fourth quarter of 2011 to 3 per cent in the opening quarter of 2012. A decline in retail trade
was neutralised by a pronounced increase registered in wholesale trade. Growth in the real
value added by the motor trade subsector tapered off somewhat during the quarter, following
a brisk increase in the fourth quarter of 2011. The moderation in new motor vehicle trade sales
could probably in part be attributed to pre-emptive buying towards the end of 2011 following the
depreciation in the external value of the rand, as well as statistical base effects.

Following an annualised rate of increase of 2,9 per cent in the fourth quarter of 2011, growth in
the real value added by the transport, storage and communication sector decelerated to 2,5 per
cent in the first quarter of 2012. This slightly slower pace of increase was mainly evident in land
transport as freight volumes decelerated on account of a decline in export volumes alongside
a slower pace of increase in import volumes. The communication subsector maintained its
growth momentum in the opening months of 2012, benefiting from technological innovation.

Growth in the real value added by the finance, insurance, real-estate and business services
sector accelerated from an annualised rate of 2,3 per cent in the fourth quarter of 2011 to 4,1 per
cent in the first quarter of 2012. The faster pace of increase could be attributed to an increase
in activity levels in the equity, bond and other financial markets. In addition, the banking sector’s
lending activity improved.

The real value added by the general government registered an annualised rate of increase of
2,3 per cent in the first quarter of 2012, following an increase of 4,4 per cent in the preceding
quarter. This deceleration was primarily due to a moderation in employment gains following the
previous quarter when Census 2011 activity raised the government staff complement.

Real gross domestic expenditure

Consistent with the moderation in domestic production, growth in aggregate real gross domestic
expenditure decelerated from an annualised rate of 5,1 per cent in the fourth quarter of 2011
to 4,3 per cent in the first quarter of 2012. This moderation in the pace of spending could be
attributed to slower growth in real domestic final demand which was partly offset by a further
accumulation of real inventories.

Real gross domestic expenditure

Percentage change at seasonally adjusted annualised rates

2011 2012

Component
1stgr  2ndqgr 3rdgr 4thqr Year 1stgr

Final consumption expenditure

HOUSENOIAS ... 6,2 3,4 3,8 4,6 5,0 3,1
General governMENt .............cccoveveveeeenreinans 9,4 -0,4 4,8 7,3 4,5 2,2
Gross fixed capital formation ................c.cccvv.e. 4,4 5,0 5,9 7,2 4,4 53
Domestic final demand ...........ccccoeeveveveveveveuennnee. 6,5 2,9 4,4 5,6 4,8 3,3
Change in inventories (R bilions)* ............c.co...... 71 3,1 4,0 4,9 4,8 5,9
Gross domestic expenditure.........ccceceeeeeceeeeennes 4,6 1,4 4,8 5,1 4,3 4,3

* At constant 2005 prices
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Having increased at an annualised rate of 4,6 per cent in the fourth quarter of 2011 and 5 per cent for
the year 2011 as a whole, i.e., at a much faster pace than growth in gross domestic product, growth
in real final consumption expenditure by households slowed to an annualised rate of 3,1 per cent in
the first quarter of 2012. The moderation in spending was particularly evident in the categories for
durable and semi-durable goods and in the services component. Household expenditure on non-
durable goods, however, increased at a somewhat faster pace over the period.

Although spending on durable goods lost some momentum, it still increased at a brisk
annualised rate of 8,2 per cent in the first quarter of 2012. The moderation in spending on
durable goods was broad-based but more pronounced in the categories for furniture and
household appliances as well as personal transport equipment, notably new motor vehicles.
The depreciation in the exchange rate of the rand in the latter part of 2011 appeared to have
encouraged a spate of pre-emptive buying of motor vehicles in the final quarter of the year
in order to avoid possible price increases in 2012. The somewhat slower pace of increase in
spending on durable goods in the first quarter of 2012 was also consistent with the fairly neutral
consumer confidence levels over the period.

Real final consumption expenditure by households

Percentage change from quarter to quarter

.L.

2007 2008 2009 2010 2011 2012

Seasonally adjusted annualised rates

Real spending on semi-durable goods advanced at an annualised rate of 2,9 per cent in the first
quarter of 2012, i.e., at a somewhat slower pace than in the fourth quarter of 2011. The slower
growth reflected a deceleration in the pace of spending in all categories of semi-durable goods
except for recreational and entertainment goods. Overall book sales were supported by the
availability of electronic books at significantly cheaper prices compared to those of hard copies.

Having recorded growth rates of around 2 per cent in the last three quarters of 2011, spending
on non-durable goods accelerated to an annualised rate of 3,5 per cent in the first quarter of
2012. The increase could mainly be attributed to spending on food, beverages and tobacco,
and on petroleum products. Despite the noticeable price increases in these categories, the
largely non-discretionary nature of expenditure on food ensured an increase in real outlays over
this period. Higher spending on petroleum products was consistent with the steady pace of
increase in spending on personal transport equipment in 2011.

Real spending on services, the largest component of household expenditure, increased at an
annualised rate of 1,6 per cent in the first quarter of 2012, i.e., at a much slower pace than
the rate of increase of 2,9 per cent recorded in the fourth quarter of 2011. This slowdown
was concentrated in expenditure on household services and on transport and communication.
Slower spending on transport services, specifically on air transport, was due to the sharp price
increases in transportation, resulting from increases in the price of oil over the period.
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Real final consumption expenditure by households

Percentage change at seasonally adjusted annualised rates

2011 2012
Component
1stgr 2ndgr 3rdqgr 4thqr Year 1st qr
Durable goodS. .......uvveiiiiieiiiieiie e 19,6 13,5 17,5 16,6 15,7 8,2
Semi-durable goOdS .......c.uveiiiiieiiiieeeiiee e 12,5 7,8 6,7 7,3 7,0 2,9
Non-durable goods ..........ccovviiiiiiiiiiiiiiiiiiiieee 5,0 2,1 2,0 2,2 2,9 3,5
SEIVICES 1eittiieeeiiie ettt 2,9 1,0 1,4 2,9 3,8 1,6
o ) €= LSRR 6,2 3,4 3,8 4,6 5,0 3,1

Following an annualised increase of 4,7 per cent in the fourth quarter of 2011, growth in real
disposable income of households moderated to 3,2 per cent in the first quarter of 2012. This
slower pace of increase primarily reflected slower growth in compensation of employees. The
ratio of household debt to disposable income inched lower to 74,7 per cent in the first quarter
of 2012 from 74,8 per cent in the fourth quarter of 2011. Consistent with the unchanged interest
rate environment, the debt-service cost of the household sector remained at 6,7 per cent of
disposable income in both the fourth quarter of 2011 and first quarter of 2012. The lower ratio
of indebtedness and trends in consumer spending and income suggest that many consumers
continued to use their disposable income to reduce their outstanding financial commitments
rather than increase their spending on final goods and services.

The moderation in quarterly growth in debt and in total assets in the first quarter of 2012
resulted in slower growth in households’ net wealth position relative to the previous quarter.
This culminated in the ratio of households’ net wealth to disposable income edging lower in the
first quarter of 2012.

Growth in real final consumption expenditure by general government slowed from an annualised
rate of 7,3 per cent in the fourth quarter of 2011 to 2,2 per cent in the first quarter of 2012. The
deceleration could partly be attributed to statistical base effects brought about by spending on
military equipment and the population census that was conducted in the final quarter of 2011.

Real spending on compensation of government employees increased at a slower pace in the first
quarter of 2012 compared with the fourth quarter of 2011 as the contracts of the bulk of temporary
census workers were terminated in the closing months of 2011. Spending on non-wage goods
and services contracted in the first quarter of 2012, contributing to the slowdown in consumption
expenditure by general government. Relative to gross domestic product, government consumption
expenditure remained broadly unchanged at 22 per cent in the first quarter of 2012.

Having accelerated steadily on a quarter-to-quarter basis throughout 2011, growth in real gross
fixed capital formation lost some momentum in the opening months of 2012, moderating from
7,2 per cent in the fourth quarter of 2011 to an annualised rate of 5,3 per cent in the first quarter.
Slower growth in capital spending by private business enterprises primarily accounted for the
deceleration in total investment spending over the period. Encouragingly, building and construction
sentiment improved in the both the fourth quarter of 2011 and the first quarter of 2012.

Growth in real gross fixed capital spending by private business enterprises slowed from an
annualised rate of 6,2 per cent in the fourth quarter of 2011 to 1,8 per cent in the first quarter of
2012. This more sedate pace of increase in capital outlays was particularly evident in the mining,
manufacturing and trade sectors.

Alongside relatively weaker global economic growth, an expected deterioration in commodity
markets, strike activity and energy supply constraints, mining companies lowered their pace
of capital spending in the first quarter of 2012. In both the manufacturing and trade sectors, a
number of new capital projects were delayed given the prevailing negative market sentiment.
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At the same time farmers, however, raised their capital spending on both tractors and combined
harvesters in response to favourable product prices and crop estimates. Buoyed by the growing
number of subscribers and the increase in data traffic activity, the communications subsector
continued to expand existing network capacity. South Africa’s mobile network providers raised
their capital outlays on infrastructure in order to enhance the growth in, and quality of, data
traffic. Where delays in capital spending were experienced in 2011, network providers are
committed to catching up in the first half of 2012.

Real gross fixed capital formation

Indices: 2005=100
160

150 —
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130
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350

[
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200 — /
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| —
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e
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100

Seasonally adjusted

Real fixed capital expenditure by public corporations increased at an annualised rate of 13,1 per
cent in the first quarter of 2012 following an increase of 9,6 per cent in the fourth quarter of
2011. The accelerated pace of capital spending by public corporations largely reflected increased
capital outlays by the electricity and transport subsectors. Capital outlays on vehicles, machinery
and equipment accounted for the bulk of capital spending by the electricity sector during this
period. In addition to the major new power stations being built, several smaller projects related
to the generation, transmission and distribution of power also contributed to the acceleration in
capital investment by the electricity sector.

Real gross fixed capital formation

Percentage change at seasonally adjusted annualised rates

2011 2012
Component
1stgr 2ndqgr 3rdqgr 4thqr Year 1stgr
Private business enterprises 4,9 5,3 5,4 6,2 5,3 1,8
Public corporations 6,2 6,0 9,0 9,6 4,2 13,1
General goverNMENT ......ccvvveeiiieeeiieeecieeesiiee e -0,5 1,7 3,4 7,8 0,8 9,3
TOtAl e e 4.4 5,0 59 7,2 4.4 53
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Capital spending by Transnet, in particular on the new multi-product pipeline, gave rise to
accelerated spending on machinery and equipment and construction works. In addition,
Transnet expanded its fleet of diesel-electric locomotives as part of the freight logistics group’s
fleet renewal plan. The South African National Road Agency (SANRAL) continued with the
upgrading of the country’s road network, as public debate around the tolling of the freeway
system in Gauteng intensified.

Furthermore, the telecommunications utility Telkom embarked on the final phase of its network
transformation project. This installation of Africa’s first multi-service access node unit will
provide Telkom with an internet protocol network which will enable the integration between fixed
and wireless telecommunication networks, and differentiate between the different broadband
needs. Capital expenditure by the South African Post Office increased in the first quarter of
2012 with the aim to expand, refurbish and maintain its distribution centres across the country
along with the upgrading of its information systems-related infrastructure.

Growth in real capital expenditure by general government accelerated from an annualised rate
of 7,8 per cent in the fourth quarter of 2011 to 9,3 per cent in the first quarter of 2012. This brisk
pace of increase could be attributed to capital spending by the provincial and local governments.
Capital spending by general government has largely been focused on the improvement of water
supply and water treatment facilities, the building and refurbishing of schools, hospitals and
other healthcare facilities, electrical construction mainly at sub-stations, and the final section of
the Gautrain line spanning from Rosebank to Park Station.

On an annualised basis, the level of real inventory investment increased to R5,9 billion in the
first quarter of 2012, with an accumulation of inventories in the mining, manufacturing, electricity
and commerce sectors. The accumulation of real inventories in total contributed 0,2 percentage
points to growth in real gross domestic expenditure in the first quarter of 2012.

Inventory levels in the manufacturing sector showed an increase in the first quarter of 2012
consistent with increased production levels. In the commerce sector, levels of agricultural stock-
in-trade receded partly on account of commitments to export maize.

The level of industrial and commercial inventories as a percentage of the annualised non-
agricultural gross domestic product edged higher from 11,9 per cent in the fourth quarter of
2011 to 12,3 per cent in the first quarter of 2012. The relatively low cost of carrying inventories
alongside an increase in manufacturing output supported this pick-up in the accumulation of
commercial and industrial inventories.

Factor income

Measured over four quarters, growth in total nominal factor income edged lower from a rate
of 10,3 per cent in the fourth quarter of 2011 to 9,4 per cent in the first quarter of 2012. The
deceleration in nominal factor income resulted from slower growth in both the compensation of
employees and the gross operating surplus in the economy over the period.

The growth over four quarters in compensation of employees moderated from 8 per cent in the
fourth quarter of 2011 to 7,6 per cent in the first quarter of 2012, broadly consistent with the
lustreless employment performance of the economy. The pace of increase in compensation of
employees slowed marginally in aimost all sectors of the economy over the period. Consequently,
the ratio of compensation of employees to total factor income decreased marginally from
49,9 per cent in the fourth quarter of 2011 to 49,5 per cent in the first quarter of 2012.

The year-on-year growth in total gross operating surpluses slowed from 12,8 per cent in the
fourth quarter of 2011 to 11,3 per cent in the first quarter of 2012. Slower growth in gross
operating surpluses was particularly evident in the agricultural, mining, manufacturing and
construction sectors. Increasing transport costs, electricity constraints and exchange rate
movements negatively affected the operating surpluses of business enterprises. However, the
share of the operating surplus in total factor income increased from 50,1 per cent in the fourth
quarter of 2011 to 50,5 per cent in the first quarter of 2012.
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Gross operating surplus and compensation of employees
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Gross saving

Gross saving as a percentage of gross domestic product decreased from 16,3 per cent in the
fourth quarter of 2011 to 15,2 per centin the first quarter of 2012. The weaker saving performance
resulted from lower gross saving by corporate business enterprises alongside an increase in the
pace of dissaving by general government. South Africa’s savings ratio, on average, amounted to
16,5 per cent in 2010 and 2011, thereby containing the country’s dependency on foreign capital
at a rate of less than 17 per cent of total capital formation during the period. In the first quarter
of 2012 this ratio, however, increased to 24,4 per cent.

Gross saving by the corporate sector as a percentage of gross domestic product receded
from 15,9 per cent in the fourth quarter of 2011 to 15,5 per cent in the first quarter of 2012. This
reflected slightly weaker annual growth in the operating surpluses of incorporated business
enterprises, moderating from 12,6 per cent in the fourth quarter of 2011 to 11,2 per cent in the
first quarter of 2012. Dividend and tax payments rose at rates of 16,1 per cent and 13,1 per cent
respectively during the current quarter, accounting for the deterioration in the saving ratio of
business enterprises over the period.

Dissaving by general government as a ratio of gross domestic product widened from 1,3 per
cent in the fourth quarter of 2011 to 2 per cent in the first quarter of 2012. This deterioration
in the saving ratio resulted from a moderation in government income from taxes on products
alongside an increase in expenditure on subsidies and transfers to households.

Gross saving by the household sector edged higher from 1,6 per cent of gross domestic product
in the fourth quarter of 2011 to a rate of 1,7 per cent in the first quarter of 2012. Continued
growth in disposable income sustained the household sector’s saving ratio over the period.

Employment

Against a background of global economic uncertainty and erratic domestic growth, employment
in the formal non-agricultural sector of the South African economy edged lower in the fourth
quarter of 2011. According to the Quarterly Employment Statistics (QES) survey of Stats SA,

employment levels receded by 0,7 per cent in the final quarter of 2011, following six consecutive
3 The QES data

quarters of employment gains. The level of total formal non-agricultural employment consequently reported in this
declined from 8,36 million at the end of September 2011 to an estimated 8,35 million at the end section are seasonally

3 adjusted, unless stated
of Decemper. to the contrary.

The job losses in the formal non-agricultural sector of the economy in the fourth quarter of
2011 could mainly be attributed to a decrease of 20 900 employment opportunities in the
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private sector, since the public sector expanded its staff complement by 6 400 persons over the
period. Notwithstanding the quarter-to-quarter drop in total formal-sector employment in the
fourth quarter of 2011, the economy still managed to generate some 132 300 formal-sector jobs
for the year as a whole, an improvement on the 92 500 jobs created in 2010. Encouragingly,
in 2011 employment gains took place at a notably faster pace in the private sector than in the
public sector.

Change in enterprise-surveyed formal non-agricultural employment*

Year-on-year Quarter-to-quarter changes in 2011
Sector
Dec 2009 Dec 2010 Dec 2011 1stgqr 2ndqgr 3rdqgr 4thqgr
MINING weeeiiiee e -31400 16100 14000 10600 2800 -2500 3100
Gold MINING ..vvveeviiececee e, -5300 -7 500 -8 100 500 -2100 -7600 1100
Other miNiNg......ccoovveeiiieiiiieees -26 100 23 700 22100 10100 5000 5100 1900
Manufacturing .......ccceevvveeiiieeiiinenn -89 500 -21 400 -8500 -3000 -10100 400 4200
Electricity SUPPIY....ccoovviiiiiiiieie -2 900 2 600 1300 100 1400 -200 0
CONStrUCHON. ... -58 100 -16 000 26 100 8200 10300 17800 -10200
Trade, catering and
accommodation services.................. -81 000 23100 15000 -3200 13600 8900 -300
Finance, insurance, real-estate and
busINess Services .........ccccvvvvvviiinenn -121 700 15900 19 200 7700 15000 8800 -12300
Private transport, storage and
communication ServiCes ................... -1 700 -800 8 300 -700 -700 8400 1 300
Community, social and personal
SEIVICES it 14 500 6 500 -5 000 2 000 -800 -83500 -2 700
Total private Sector.........ccceevcvveeennee -371900 26100 70300 21600 31600 38000 -20900
National, provincial and local
GOVEINMENt ... 47 700 54 900 65800 14300 34200 11900 5400
Public-sector enterprises.................. -28 300 11 400 -3800 55400 -54400 -5800 1 000
Total public sector........cccceeveeeieennee 19500 66 400 62000 69700 -20200 6100 6400
Grand total .......ccoeoeeiieeeiieeeeee -352400 92500 132300 91300 11300 44200 -14500

* Seasonally adjusted
Numbers may not add up due to rounding

Public-sector employment advanced at an annualised rate of 1,3 per cent in the fourth quarter
of 2011 as national departments and provincial governments increased their staff complement
by 3,5 per cent and 1,1 per cent respectively. These employment gains were partly countered
by labour paring at the level of local authorities and certain public-sector enterprises.

Having gained momentum in the first three quarters of 2011, private-sector employment receded
surprisingly at an annualised rate of 1,3 per cent in the fourth quarter of 2011, primarily due to
employment losses in the construction sector (9,0 per cent) and in the finance, insurance,
real-estate and business services sector (2,7 per cent). Job shedding also occurred in the
community, social and personal services sector (2,5 per cent), as well as in the trade, catering and
accommodation services sector (1,0 per cent) over the period. By contrast, employment levels
increased in the mining sector (2,4 per cent), the private transport, storage and communication
sector (2,1 per cent), and in the manufacturing sector (1,5 per cent).

Even though the increase in employment levels in the manufacturing sector in the final quarter
of 2011 was comforting, the sector nevertheless still shed 8 500 jobs in the year to the fourth
quarter of 2011, representing a decline of 0,7 per cent. The manufacturing sector has also
failed to create employment on a sustainable basis since the 2008-09 recession. Developing
remedies for the sluggish recovery in manufacturing employment and in the economy in general
remains high on the government’s priority list. In order to enhance growth and job creation in
the South African manufacturing sector, the Department of Trade and Industry has recently
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Employment in the formal non-agricultural sector
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launched its new Industrial Policy Action Plan (IPAP2). Apart from emphasising the importance
of appropriate state intervention, the Minister of Trade and Industry acknowledged the adverse
impact of economic conditions in Europe on the domestic manufacturing sector — South African
exports to major developed countries remained largely stagnant while exports to distressed
European countries contracted notably.

A key component of the new IPAP2, announced in the National Budget in February 2012, is
a R5,8 billion Manufacturing Competitiveness Enhancement Programme (MCEP) to be rolled
out over the next three years. The MCEP incentive scheme, supporting the strained domestic
manufacturing sector with effect from May 2012, endeavours to improve the competitiveness
of relatively labour-intensive and value-adding manufacturing sectors negatively affected by the
global economic crisis, escalating electricity prices and volatility in the exchange value of the
rand. Manufacturing sectors already benefiting from dedicated support (including the automotive
industry), capital-intensive sectors, sectors with a high market concentration and firms with a
history of anti-competitive behaviour will be excluded from the programme. Furthermore,

Volume of production and employment in the manufacturing sector
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government will focus on key sectors, including green industries, agro-processing, metal
fabrication and the manufacturing of capital and transport equipment, which are believed to
be well placed for scaling up market growth. In addition, the IPAP2 also received a R2,3 billion
budget allocation for special economic zones.

Employment in the mining sector increased by around 3 100 in the fourth quarter of 2011, as
new job opportunities were created in the gold and non-gold mining sectors. The mining sector
expanded its overall job complement by 3,4 per cent in 2011, following an increase of 1,6 per
cent in the preceding year. Employment gains in 2011 could, however, be attributed entirely
to the non-gold mining sector, since labour paring continued for a fourth consecutive year
in the gold-mining industry which faces depletion of some of its more profitable ore bodies.
Although employment levels in the mining sector advanced moderately in the final quarter
of 2011, the sector continued to face soaring input costs and output disruptions in the form
of safety-related stoppages and industrial action. In addition, as part of Eskom’s demand
management programme, a number of mining companies recently agreed to change their
planned maintenance schedules in order to mitigate demand pressure on the national electricity
grid. The expected lower mining output could possibly lead to a reduction in the employment of
workers during the upcoming winter season.

Despite marginal decreases in employment in the third and fourth quarters of 2011, employment
in the electricity sector nevertheless recorded a net increase of 4,1 per cent in 2011. The
prolonged period of capacity-enhancing capital spending by Eskom has thus far supported job
creation in the sector.

Despite the fairly robust growth in output in the trade, catering and accommodation services
sector, employment levels in the sector decreased at an annualised rate of 1,0 per cent in the
fourth quarter of 2011. Employment in this sector, however, grew by a marginal 0,9 per cent in
the year to the final quarter of 2011, signifying labour productivity gains since real production
expanded by 3 per cent over the period. The deceleration in households’ real final consumption
expenditure in the first quarter of 2012 may have a bearing on employment growth in this sector.

Employment levels in the construction sector picked up meaningfully in the first three quarters
of 2011, before declining by roughly 10 200 or at an annualised rate of 9,0 per cent in the fourth
quarter. Following two years of notable declines in employment, the construction sector expanded
its employment numbers at an annual average rate of 3,4 per cent in 2011. Furthermore, the
First National Bank (FNB)/Bureau for Economic Research (BER) Building Confidence and Civil

Building and civil construction confidence and employment in the
construction sector
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Construction Confidence indices both improved in the final quarter of 2011. Activity in civil
construction benefited from Transnet’s expenditure on its multiproduct pipeline, while expenditure
by local government on road and water projects continued. Despite these positive developments,
demand for new construction work remained scarce, resulting in fierce tendering competition
which moderated profitability. Government’s renewed commitment to infrastructure spending,
however, bodes well for employment creation in the construction sector.

The FNB/BER Building Confidence Index improved somewhat in the fourth quarter of 2011
— confidence levels of residential building contractors improved marginally while those of
non-residential building contractors declined. In addition, the real value of residential building
plans passed and the volume of national cement sales increased in the fourth quarter of 2011.
Notwithstanding these encouraging signs, the recovery in the residential property market
remains sluggish, as evidenced by a decline in real house prices in the fourth quarter of 2011
reported by Absa. According to the BER, residential building activity has been constrained by
an oversupply of stock at the upper end of the market and the still-relatively high indebtedness
of the household sector.

The Quarterly Labour Force Survey (QLFS) conducted by Stats SA indicated that South
Africa’s official unemployment rate increased from 23,9 per cent in the fourth quarter of 2011 to
25,2 per cent in the first quarter of 2012. The seasonally adjusted number of unemployed people
increased by about 49 000 in the first quarter, while the number of employed persons increased
by around 11 000. The latter improvement was unfortunately somewhat obscured by the fact
that the number of discouraged work-seekers (people who have given up actively searching for
a job and are not included among the number of unemployed) increased by 20 000 in the first
quarter. Despite the continued increase in the number of discouraged work-seekers, the year-
on-year pace of increase in this number has moderated gradually from a recent high of 440 000
persons in the fourth quarter of 2010 to 112 000 persons in the first quarter of 2012.

Labour cost and productivity

The year-on-year rate of increase in the nominal remuneration per worker in the formal non-
agricultural sector of the economy moderated from 8,8 per cent in the third quarter of 2011
to 6,0 per cent in the fourth quarter. This moderation resulted from a marked deceleration
in public-sector wage growth to 3,8 per cent, while private-sector wage growth accelerated
marginally to 6,8 per cent. However, on an annual basis, average nominal remuneration growth
per worker almost halved from 13,5 per cent in 2010 to 7,1 per cent in 2011, with the slowdown
being equally pronounced in the private and public sectors.

Notwithstanding the fact that nominal remuneration growth per worker in the formal non-
agricultural sector moderated to within the inflation target range for the first time since the first
quarter of 2007, remuneration increases remained above the upper limit of the inflation target
range in the non-gold mining sector (24,5 per cent, influenced by special bonus payments); the
gold-mining sector (12,6 per cent); the community, social and personal services sector (6,9 per
cent); the private transport, storage and communication sector (6,9 per cent); the electricity
sector (6,8 per cent); and the manufacturing sector (6,2 per cent). The mining sector continued
to experience relatively high commodity prices alongside restructuring of some operations
requiring more skilled and better-paid workers. In the public sector nominal remuneration growth
per worker moderated meaningfully in the fourth quarter of 2011 to year-on-year rates of 6,1 per
cent and 0,5 per cent at national department and provincial levels respectively. Conversely, the
nominal remuneration per worker in local government accelerated notably to 7,3 per cent in the
fourth quarter of 2011.

According to Andrew Levy Employment Publications, the average wage settlement rate in
collective bargaining agreements moderated from 7,7 per cent in 2011 to 7,3 per cent in the first
quarter of 2012. The number of working days lost to industrial action rose to 700 000 in the first
quarter of 2012, compared with 237 000 for the corresponding period in 2011.

Year-on-year growth in employment in the formal non-agricultural sector of the economy
moderated more than growth in output in the fourth quarter of 2011, resulting in an acceleration
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in productivity growth from 0,4 per cent in the third quarter of 2011 to 1,0 per cent in the fourth
quarter. Labour productivity growth in the manufacturing sector also accelerated from 3,2 per
cent in the year to the third quarter of 2011 to 3,3 per cent in the year to the fourth quarter, as
employment edged lower while real output expanded.

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

Percentage change over four quarters
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The deceleration in nominal remuneration growth per worker occurred at a faster pace than
the slowdown in output growth in the fourth quarter of 2011, resulting in a deceleration in the
pace of nominal unit labour cost increases from 8,4 per cent in the year to the third quarter of
2011 to 5,0 per cent in the year to the fourth quarter. When considering the broader national
accounts measure of compensation of employees per unit of output (i.e., also including the
agricultural sector and the informal sector), growth in unit labour cost decelerated from 6,6 per
cent to 5,4 per cent over the same period. Owing to the acceleration in productivity growth and
the deceleration in nominal remuneration growth per worker in the manufacturing sector in the
fourth quarter of 2011, growth in nominal unit labour cost in this sector slowed from 4,1 per cent
in the year to the third quarter of 2011 to 2,8 per cent in the year to the fourth quarter.

Prices

The acceleration in domestic inflation was tentatively arrested during the opening months
of 2012, as twelve-month headline consumer price inflation moderated from 6,3 per cent in
January 2012 to 6,1 per cent in April. This favourable development primarily resulted from a
moderation in food price inflation. Likewise, year-on-year producer price inflation for domestic
output decelerated for six consecutive months, from a recent high of 10,6 per cent in October
2011 to 6,6 per cent in April 2012.

The peak of 10,6 per cent in producer price inflation largely arose due to sharp increases in
the producer prices of mining output on account of rising international commodity prices and
the depreciation in the exchange rate of the rand towards the latter part of 2011. As the global
economic outlook deteriorated in the closing months of 2011, international commodity prices
softened and the exchange rate of the rand appreciated somewhat, resulting in a deceleration
in producer price inflation to a year-on-year rate of 6,6 per cent in April 2012. The moderation
in headline producer price inflation occurred in most categories; producer price inflation of
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agricultural output decelerated from a recent high of 12,9 per cent in the year to October 2011
1o 4,7 per cent in the year to April 2012 and producer price inflation of mining output decelerated
from 17,7 per cent in the year to September 2011 to 6,6 per cent in the year to March 2012,
while producer price inflation of manufactured goods decelerated from 7,7 per cent in the year
to December 2011 to 4,6 per cent in the year to April 2012.

Notwithstanding the general slowdown in producer price inflation, brisk price increases
continued in the categories for food, mining, electricity, and products of petroleum and coal.
Despite moderating from a year-on-year rate of 33,1 per cent in November 2011, price increases
in the products of petroleum and coal category nevertheless amounted to 12,9 per cent in the
year to April 2012. In the electricity, gas and steam category price increases accelerated at
18,7 per cent in the year to April 2012.

Year-on-year headline consumer price inflation remained within the inflation target range for
21 consecutive months up to October 2011 and then breached the upper limit of the inflation
target range for four months, before moderating again to 6,0 per cent in March 2012 — the
upper limit of the inflation target range. The slackening in headline consumer price inflation in
the year to March 2012 resulted mainly from a deceleration in the rate of increase in the prices
of consumer goods. Headline inflation thereafter reaccelerated marginally to 6,1 per cent in
April 2012.

Moving broadly in conjunction with headline consumer price inflation, twelve-month consumer
goods price inflation breached the upper limit of the inflation target range in October 2011 and
accelerated to 6,7 per cent in December, before moderating to 6,0 per cent in March 2012.
Year-on-year consumer goods price inflation subsequently accelerated to 6,3 per cent in
April. The moderation in consumer goods price inflation was primarily driven by a deceleration
in the food and non-alcoholic beverages category, from a year-on-year rate of 11,1 per cent
in December 2011 to 8,7 per cent in April 2012. In addition, the year-on-year rate of increase
in the transport category moderated from 6,4 per cent in November 2011 to 5,2 per cent
in March 2012. The moderation in consumer goods price inflation was, however, curtailed
somewhat by a notable acceleration in price inflation in the alcoholic beverages and tobacco
category to a rate of 7,3 per cent in the year to April 2012, largely due to a marked increase in
excise duties on these goods.

Consumer price inflation

Percentage change over twelve months
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Prices of communication, recreation and cultural goods decreased in the year to April 2012,
assisting in the moderation of consumer goods price inflation. Consumer price inflation for both
non-durable and semi-durable goods moderated to 9,6 per cent and 1,8 per cent respectively
in the year to April 2012. Sensitive to technological advances and subject to strong competitive
forces, consumer price inflation for durable goods entered a 26-month period of deflation in April
2010 and registered a year-on-year decrease of 0,8 per cent in April 2012.

Contrary to the deceleration in consumer goods price inflation, twelve-month consumer
services price inflation accelerated throughout 2011 and into the opening months of 2012,
amounting to 5,9 per cent in both March and April 2012. Services price inflation nevertheless
remained within the inflation target range for 22 consecutive months up to April 2012. Within
the consumer services basket, price increases of transport services accelerated notably to
12,8 per cent in April 2012 on account of marked increases in the prices of public road and air
transport. In addition, the prices of education, health and miscellaneous services increased
at rates in excess of the upper limit of the inflation target range in the year to April 2012.
Conversely, prices of communication services decreased at a year-on-year rate of 0,3 per
cent over the same period.

The easing of domestic inflation pressures during the opening months of 2012 resulted largely from
a slowdown in food price inflation. From a recent high of 10,0 per cent in October 2011 the twelve-
month rate of increase in producer prices of food moderated to 8,0 per cent in March 2012. The
recent downward trajectory in producer food price inflation resulted mainly from a deceleration in
agricultural food price inflation; agricultural producer food price inflation more than halved from
a recent peak of 11,9 per cent in the year to October 2011 to 5,0 per cent in the year to March
2012. Most pronounced within this moderation in food price inflation at the agricultural level were
declining year-on-year rates of change in the prices of grain as well as fruit and nuts. Producer
food price inflation at the manufactured level, however, remained elevated due to persistently high
annual rates of increase in the prices of grain mill and bakery products, meat and meat products,
and other food products in the first two months of 2012. Nevertheless, manufactured food price
inflation decelerated noticeably in March 2012, driven almost exclusively by a marked decline in
the prices of processed meat in the month due to an oversupply of meat.

Following the moderation in producer food price inflation, year-on-year consumer food price
inflation slowed from a peak of 11,6 per cent in December 2011 to 9,1 per cent in April 2012,
largely due to a notable deceleration in the price inflation of unprocessed food to a twelve-
month rate of 8,9 per cent in April 2012. Despite slowing marginally to an annual rate of 9,2 per
cent in April 2012, price inflation of processed food remains elevated.

Food price inflation

Percentage change over twelve months
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Rising international grain prices, coupled with a depreciation in the exchange value of the rand
during the latter part of 2011, caused grain prices at the producer level to increase by 36,3 per
cent in the year to December 2011. However, grain price increases moderated to a year-on-year
rate of 9,2 per cent in April 2012, as the external value of the rand strengthened somewhat in
the opening months of the year. Since changes in grain prices are usually passed on to the
consumer with a lag, bread and cereals inflation at the consumer level (representing almost
22 per cent of the total consumer food basket) kept accelerating and amounted to a year-
on-year rate of 11,5 per cent in February 2012, before moderating to 10,6 per cent in April.
Some momentum may continue to be reflected in local bread and cereal prices due to the lags
involved, apart from the impact of the exchange rate and other forces shaping inflation.

Consumer and producer food price inflation

Year-on-year percentage changes

2011 2012
Category Weights
Dec Jan Feb Mar Apr

Producer food prices

Food at the agricultural level
GraiN v 0,87 36,3 29,4 22,3 18,5 9,2
Ol seeds ....covvvriiiiiiiiiiin, 0,13 0,6 1,7 5,4 20,7 29,5
Fruits and nuts ..o 1,43 -16,0 -13,9 -15,4 -9,5 -1,0
Vegetables.........cocooviiiiiinins 1,13 18,4 5,1 4,8 2,9 7,6
Sugar Cane.......cooeevieiiininenn 0,30 5,0 6,1 4,3 6,2 10,8
Other fo0dS .....vvveeiiiieiiiieene 0,04 14,5 15,6 17,3 17,6 22,0
Total oo 3,89 8,0 5,4 3,1 5,0 7,3

Food at the manufactured level
Grain mill and bakery products 0,84 15,0 16,8 17,0 14,6 10,4
Meat and meat products........ 0,56 22,9 22,5 22,8 10,1 10,5
Prepared and preserved fish... 0,18 1,5 0,5 0,4 3,3 -2,8
Dairy products 0,98 3,8 4,5 7,7 9,9 12,2
Fats and ail........ 0,43 0,6 -0,1 -2,3 -3,0 35
Fruits and vegetable products 0,56 6,7 6,9 5,4 5,4 6,9
SUGAN i 0,44 9,0 7,5 3,2 3,7 6,2
Coffee and tea..........ccccoevvnnn. 0,16 5,0 5,0 52 57 2,9
Other food products............... 1,72 12,3 14,4 14,5 14,2 12,7
TOtal e 5,87 10,2 10,9 10,9 9,6 9,7

Total producer food prices....... 9,76 9,4 9,0 8,2 8,0 8,9

Consumer food prices
Bread and cereals .................. 3,08 9,7 10,0 11,5 11,3 10,6
Meat....coooiiiiiiii 4,59 16,7 14,2 12,4 9,1 8,8
FISh coveie 0,66 6,5 8,0 9,3 8,7 10,7
Milk, cheese and eggs............ 1,79 4,0 4,3 6,4 8,4 9,1
Oils and fats ......ccceeeevviivnnnenn. 0,53 19,3 15,2 12,6 8,6 6,4
Fruit. oo, 0,47 7,4 4,9 5,9 0,6 6,3
Vegetables.........ooovvieeiiiiiins 1,63 11,9 10,5 6,7 5,9 7,3
Sugar, sweets and desserts ... 0,77 13,8 14,1 10,6 12,5 11,5
Other food......ccoevviiiiiiien, 0,75 6,3 7,4 7,7 8,3 8,3

Total consumer food prices... 14,27 11,6 10,7 10,1 8,9 9,1
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Domestic consumer food price inflation moderated for the third successive month to a year-on-
year rate of 8,9 per cent in March 2012, mainly due to the already-mentioned recent decline in
meat prices. Meat price inflation — representing almost 33 per cent of the total consumer food
basket — decelerated from a year-on-year rate of 16,7 per cent in December 2011 to 8,8 per
centin April 2012. After registering rates of increase in excess of 20 per cent throughout most of
2011, the price inflation of oils and fats has moderated to 6,4 per cent in the year to April 2012.
Four of the consumer food categories have most recently registered decelerating price inflation,
four categories displayed rising inflation in the year to April 2012 and one category increased at
the same annual rate in April 2012 as in the previous month.

Subtracting the impact of the more volatile food, non-alcoholic beverages and petrol prices from
the calculation of targeted headline consumer price inflation, underlying inflation accelerated
gradually from a year-on-year rate of 4,2 per cent in October 2011 to 5,0 per cent in April 2012.
When excluding the impact of electricity prices from the calculation of headline consumer price
inflation as well, year-on-year consumer price inflation accelerated marginally from 4,3 per cent
in January and February 2012 to 4,5 per cent in April, suggesting that underlying domestic
inflation pressures remained relatively benign.

Underlying measures of consumer price inflation

Percentage change over twelve months
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When analysing price changes based on the short-term pace of increase — expressed as the
quarter-to-quarter seasonally adjusted and annualised percentage change — in the classification
of individual consumption by purpose (COICOP) categories, underlying inflation pressures
remained reasonably muted in the economy in the first quarter of 2012. The short-term pace of
increase in six of the twelve categories accelerated from the fourth quarter of 2011 to the first
quarter of 2012 and decelerated in the remaining six categories. However, whereas the quarter-
to-quarter seasonally adjusted and annualised rate of change in three of the twelve categories
was below the lower limit of the inflation target range in the fourth quarter of 2011, this rate of
change was below 3 per cent in five of the twelve categories in the first quarter of 2012. In both
the fourth quarter of 2011 and the first quarter of 2012, six categories recorded short-term
annualised rates of increase above the upper limit of the inflation target range, while the number
of categories recording rates of increase between 3 and 6 per cent contracted from three in the
fourth quarter of 2011 to one in the first quarter of 2012.

The year-on-year rate of increase in six of the twelve COICOP categories, with a combined
weight of almost 68 per cent in the consumer price index, exceeded the upper limit of the
inflation target range in April 2012. In addition, from March 2012 to April, the year-on-year rates
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Headline consumer price inflation in COICOP categories

Quarter-to-quarter percentage changes at annualised rates

Fourth First
Category quarter of  quarter of
Weights 2011 2012 April 2012

EAUCAION ..vvviiiccccc 2,19 8,9 9,4 9,0
Food and non-alcoholic beverages............cccovvviiineenn. 15,68 13,4 6,1 8,7
Alcoholic beverages and tobacco.........ccccveevivieiiineenns 5,58 7,2 8,6 7,3
TrANSPOM et 18,80 13,9 8,7 6,9
Housing and UtlItIES .......ccovveviiiiieiiie e 22,56 5,0 6,4 6,7
Restaurants and hotels...........cccocoeviiiiiiie 2,78 5,8 4,8 6,2
Miscellaneous goods and ServiCes ..........ccoccvvvvvverrinnnn. 13,56 5,0 6,1 5,6
HEAIN. ... 1,47 8,1 2,0 5,2
Clothing and fOOtWEar .........cceiiveiiiiiieiiiic e 4,11 71 -2,2 3,6
Household content and services ...........cccceviiiinninne 5,86 1.7 1,5 2,5
Recreation and culture 4,19 0,0 0,9 -0,4
CoOMMUNICAON ... 3,22 -1,7 -0,8 -1,2
Al TEEIMS -t 100,00 7,7 5,8 6,1

of change in nine of the twelve categories accelerated, while the rates of change in two
categories decelerated and stayed the same in the remaining category.

Despite remaining at elevated levels, administered price inflation nevertheless moderated from
13,4 per cent in November 2011 to 11,6 per cent in April 2012. The slowdown in administered
price inflation could be attributed entirely to a deceleration in petrol price inflation, from a
recent peak of 30,0 per cent in the year to October 2011 to a still-high 20,0 per cent in April
2012. Although moderating somewhat, administered price inflation nonetheless contributed
significantly to consumer price inflation, remaining above the upper limit of the inflation
target range for 29 consecutive months up to April 2012. With the exception of the prices
of communication and television licences, all other administered prices increased at rates in
excess of the upper limit of the inflation target range in April 2012. The pace of price increases
of education and university boarding fees actually accelerated to 9,0 per cent and 9,6 per
cent respectively in April 2012.

Targeted inflation and administered prices

Percentage change over twelve months
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When excluding the effect of petrol prices from the calculation of administered prices, this
twelve-month rate of change slowed marginally to 8,8 per cent in August 2011 and remained
broadly at this level up to April 2012, indicating the persistent nature of administered price
inflation. From September 2010 to May 2012, the inland price of 95 octane petrol increased
by a cumulative 415 cents per litre. Despite an appreciation in the exchange rate of the rand in
recent months, the surge in international crude oil prices, coupled with a notable increase in the
fuel levy, resulted in increases of 71 cents per litre and 28 cents per litre in the inland price of
95 octane petrol in April and May 2012 respectively. Excluding electricity prices from the above-
mentioned calculation as well, the rate of increase in administered prices amounted to 6,6 per
cent in the year to April 2012. The recent decision by the National Energy Regulator of South
Africa (NERSA) to revise the average electricity price increase from 25,9 per cent to 16,0 per
cent for the period 1 April 2012 to 31 March 2013 should assist in lowering administered price
inflation somewhat over that period.

Inflation expectations for 2012, as measured by the Survey of Inflation Expectations conducted
by the BER at Stellenbosch University, remained at 6,1 per cent in the first quarter of 2012.
Respondents expected inflation to average 6,1 per cent in 2013, before moderating slightly
to 6,0 per cent in 2014. Business executives were the most pessimistic, with expectations of
6,5 per cent for both 2013 and 2014, while financial analysts were the most optimistic, expecting
inflation to average 5,6 per in 2013 and 5,5 per cent in 2014. Similar to financial analysts and
business representatives, households expected inflation to average 6,2 per cent in 2012. On
balance, inflation expectations appear to have remained relatively well anchored around the
upper limit of the inflation target range.

Headline consumer price inflation expectations

Per cent, as surveyed in the first quarter of 2012

Financial Business Trade union All surveyed
Average inflation expected for: analysts representatives representatives  participants
2012, i 6,2 6,2 6,0 6,1
2013 5,6 6,5 6,2 6,1
2014 i 5,5 6,5 6,0 6,0

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

International economic developments

After moderating sharply in the fourth quarter of 2011, global economic growth accelerated to
around 4 per cent in the first quarter of 2012. This improvement in global economic activity was
mainly underpinned by faster economic growth in emerging Asian economies. In addition, the
contribution of advanced economies to global economic growth also increased somewhat as a
result of a recovery in Japan, and strong growth in some newly industrialised Asian economies
such as South Korea and Singapore.

The International Monetary Fund (IMF) revised its global growth projections marginally upwards in
the April 2012 World Economic Outlook to 3,5 per cent in 2012 and 4,7 per cent in 2013. These
upward revisions were mainly due to higher-than-expected economic growth in the US in the
second half of 2011, and encouraging policy responses in the euro area, which mitigated the
risk of a sharp global slowdown. The euro area is, however, still expected to experience a mild
recession in 2012; in fact, renewed doubt about prospects for the area that came to the fore most
recently suggest significant downside risk to that prognosis. Growth prospects for developing and
emerging-market economies in 2012 and 2013 have improved slightly as these economies stand
to benefit from the implementation of strong macroeconomic and structural policies.

The projection for real output growth in the sub-Saharan African region was revised downwards
by 0,1 percentage point to 5,4 per cent for 2012. Lower capital inflows and relatively weaker
global demand are expected to affect economic growth in the countries of the Southern African
Development Community (SADC) adversely.

Real economic growth in the US, having advanced at an accelerated pace since the second
quarter of 2011, moderated from 3,0 per cent in the fourth quarter of 2011 to 1,9 per cent in
the first quarter of 2012. Positive contributions to growth in the first quarter of 2012 came
from personal consumption expenditure, exports and private inventory investment. These
contributions were partly offset by lower government expenditure.

The Japanese economy recovered more strongly than expected in the first quarter of 2012,
following subdued growth in the final quarter of 2011. Real output accelerated by 4,7 per cent
in the first quarter of 2012, underpinned by personal consumption expenditure, exports and
private inventory investment. The increase in consumption partly reflected the higher demand
for motor vehicles, which received a boost from government subsidies for fuel-efficient vehicles.

The euro area narrowly avoided a technical recession in the first quarter of 2012. Growth
remained subdued as fiscal austerity, bank and household deleveraging, and low consumer
and business confidence weighed on domestic demand. Real output was at zero per cent in
the first quarter of 2012, following a contraction of 1,3 per cent in the previous quarter.

Economic activity in emerging-market economies, and more specifically emerging Asia,
recovered in the first quarter of 2012. Output growth improved significantly in countries such as
India and Thailand, but decelerated further in China. Economic growth in the region benefited
from robust domestic demand against the background of a fragile global economic recovery.
Lower economic growth in China has further fuelled the debate and concern surrounding a
hard or soft landing for China; despite the slowdown, Chinese growth continued to outstrip
that in almost all other countries. Economic growth in emerging Europe deteriorated in the
first quarter of 2012 due to a moderation of growth in Russia, and a contraction of economic
activity in Hungary and Romania. The growth outlook for export-reliant economies, however,
remains tainted by downside risks associated with the turmoil in peripheral European countries.
Economic activity in Latin America rebounded somewhat in the first quarter of 2012, with
economic growth accelerating in Brazil, Mexico and Venezuela. Economic activity in Brazil
picked up somewhat after a slight contraction in the preceding quarter.
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The volume of world trade increased in the first quarter of 2012 due to increased trade volumes
in both advanced and emerging-market economies.

World trade volume

Indices: 2000 = 100
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Having remained stable at around US$125 per barrel between mid-February 2012 and April,
Brent crude oil prices receded to a three-month low in early May 2012 due to concerns about
the slow recovery of the global economy, the euro area debt crisis and reduced fears of supply
disruptions. In addition, US crude oil stocks have increased strongly in the recent past.

During the first quarter of 2012, global oil demand fell to 89,5 million barrels per day, down
from 89,8 million barrels per day in the preceding quarter. Oil demand declined in the US,
Europe, Russia, Brazil, Saudi Arabia and Canada, while demand increased in China, Japan
and India. Organization of the Petroleum Exporting Countries (OPEC) oil supply rose to
37,4 million barrels per day in the first quarter of 2012 driven by higher output in Libya, Saudi
Arabia, Irag, the United Arab Emirates and Venezuela, while output declined in Iran. Oil supply in
non-OPEC countries rose to 53,3 million barrels per day in the first quarter of 2012, unchanged
from the previous quarter. In early June 2012 Brent crude oil futures prices hovered around
US$98 per barrel for the second half of 2012, before declining to about US$97 per barrel for
the first half of 2013.

Brent crude oil prices

US dollar per barrel

150

Spot price

120
B Futures prices
(on 4 June 2012)

SEEmmn ey,
90

60

30

2008 2009 2010 2011 2012 2013

Source: Bloomberg
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Global consumer price inflation is expected to moderate to 4,0 per cent and 3,7 per cent in 2012
and 2013 respectively. Consumer price inflation is projected to remain subdued in advanced
economies and to decelerate from 2,7 per cent in 2011 to 1,9 per cent in 2012. Consumer price
inflation in developing and emerging-market economies is expected to average 6,2 per cent in
2012. In the first four months of 2012 inflation rates decelerated in most parts of the world as
food and energy price increases continued to moderate.

Global monetary policy remains accommodative with only a few central banks having adjusted
their policy rates since the beginning of 2012. Among advanced economies, only Australia, Israel
and Sweden have lowered their interest rates in recent months. In May and June the Reserve
Bank of Australia — acting within the context of a favourable inflationary outlook, coupled with
weaker-than-expected growth — lowered its policy rate in two steps by a total of 75 basis points
to 3,50 per cent, following a reduction of 50 basis points in the fourth quarter of 2011.

The spread between the three-month Euro Interbank Offered Rate and rate on overnight index
swaps (Euribor-OIS spread) was trending upwards in the second half of 2011 as some analysts
speculated that the euro area interbank market was heading for a credit crunch. European banks
became increasingly reluctant to lend to one another and the ECB announced in December
2011 that it would supply the banks with unlimited three-year euro-denominated funding in two
Longer-Term Refinancing Operations (LTROs) at an interest rate of 1 per cent per annum on
21 December 2011 and 29 February 2012. The ECB allotted €489 billion to 523 bidders with the
first LTRO and a record amount of €530 billion to a total of 800 bidders with the second LTRO.
After the first LTRO, the Euribor-OIS spread peaked at almost 100 basis points before starting
to decline significantly. The spread continued to decline before and after the second tranche on
29 February 2012 as the LTROs have proved to be a major success in providing funding to the
banking system.

The Bank of England maintained both the official Bank Rate at 0,50 per cent and the stock
of asset purchases financed by the issuance of central bank reserves at £325 billion in May
2012. The Bank of England is expected to maintain policy rates at their current level for the next
18 months, while additional quantitative easing is expected in 2012.

Monetary policy rates in emerging Europe were kept unchanged across the region, except in
Poland, which tightened its policy rate in May 2012 due to concerns about inflation. Policy action
in Latin America during the first quarter of 2012 has been relatively mixed with the central banks
of Mexico, Chile and Peru opting for a neutral stance, leaving their policy rates steady. The central
bank of Colombia, in two consecutive 25 basis point moves, raised its policy rate to 5,25 per cent.

Central bank policy rates in BRIC countries
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Meanwhile, given the favourable inflationary environment coupled with relatively weak economic
growth, the Brazilian central bank aggressively lowered its policy rate in three consecutive
moves, by a cumulative 200 basis points. All SADC country members kept their main policy
rates unchanged over the first quarter of 2012. In emerging Asia India lowered its policy rate
by 50 basis points to 8 per cent, while China in a surprise move in early June 2012, lowered its
lending rate by 25 basis points to 6,31 per cent.

Current account*

In the first quarter of 2012 economic growth slowed in a number of South Africa’s key trading
partners, notably the euro area, United Kingdom and China. These global developments coincided
with domestic supply constraints and an appreciation in the external value of the rand, leading to
a contraction in export proceeds over the period. By contrast, the value of merchandise imports
edged higher in the first quarter of 2012, off the high base set when it surged markedly in the final
quarter of 2011. As a result, the deficit on the trade account of the balance of payments widened
substantially from R17,1 billion in the fourth quarter of 2011 to R42,1 billion in the first quarter of
2012, equal to roughly 1,4 per cent of gross domestic product.

Along with a simultaneous increase in the shortfall on the service, income and current transfer
account with the rest of the world, which was mainly induced by higher net dividend payments
to non-resident investors, the deficit on the current account of the balance of payments widened
from 3,6 per cent of gross domestic product in the fourth quarter of 2011 to 4,9 per cent in the
first quarter of 2012.

Balance of payments on current account

R billions, seasonally adjusted and annualised

2011 2012

1stgr 2ndqgr 3rdqgr 4thagr Year 1stqr

Merchandise EXPOMS ... ...vveeiiiiiiiieeesiiiiiiee e 6458 652,4 671,8 7148 671,22 697,7
Net gold eXPOMS......ciiiiiiiiiieei e 62,3 70,4 83,5 85,0 75,3 79,3
Merchandise IMPOMS .......ccooiiiiiiiiieeiiiiiceee s -667,6 -696,9 -739,0 -816,9 -730,1 -819,1
Trade balanCe........cccevereeieeirinereseeee e 40,5 25,9 16,3  -17.1 16,4  -421
Net service, income and
current transfer payments..........ccccccvveeeiiiiiiineeee, -115,3 -114,4 -137,8 -93,1 -1152 -110,5
Balance on current account..............eeeeveeeveeevennnnn. -74,8 -88,5 -121,5 -110,2 -98,8 -152,6
As a percentage of gross domestic product....... -2,6 -3,0 -4,1 -3,6 -3,3 -4,9

Having increased unabatedly since the fourth quarter of 2009, the value of merchandise exports
contracted by 2,4 per cent in the first quarter of 2012, largely reflecting a decrease in export
prices alongside a marginal contraction in merchandise export volumes.

The volume of merchandise exports contracted by 0,4 per cent in the first quarter of 2012
largely due to relatively weaker global demand and domestic supply constraints. The slowdown
in industrial production in some of South Africa’s key export markets dampened the demand
for especially South African-produced mining commodities. Simultaneously, domestic mining
production receded notably over the period influenced by, among other factors, prolonged
industrial action in the platinum group metals industry and government imposed safety-related
stoppages in those instances where safety regulations were contravened. Owing to the fairly
broad-based decline in mining production in the first quarter of 2012, a number of subsectors in
the mining industry had to partly deplete their inventory holdings to meet external commitments.
By contrast the volume of manufactured products exported rose over the period, but this was
not sufficient to offset the contraction in mining and agricultural exports.
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Merchandise exports
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The international price of South African-produced export commodities increased marginally in
the first quarter of 2012, following a steep decline in the fourth quarter of 2011. The slightly
higher US dollar price of domestically produced commodities could primarily be ascribed to
more positive market sentiment towards global economic growth that prevailed in the opening
months of 2012. In rand terms, merchandise export prices, however, declined by 2,0 per cent
in the first quarter of 2012 following the strengthening in the external value of the rand. This
decline was off a high base, since export prices had advanced by 5,0 per cent in the final quarter
of 2011.

International prices of selected South African export commodities
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The volume of net gold exports contracted further by 2 per cent in the first quarter of 2012.
Apart from the long-term structural factors constraining the production of gold, the market
for gold was also negatively affected by a drawn-out strike by Indian jewellery manufacturers
concerning the doubling of duty payable on the importation of gold. In addition, the demand for
gold coins as well as private-sector holdings of the metal also subsided. The contraction in the
volume of net gold exports marked the third consecutive decline since the third quarter of 2011
and the first, over the period, to coincide with a decrease in the rand price of gold. The realised
rand price of gold declined by 4,9 per cent in the first quarter of 2012 as the appreciation in
the exchange rate of the rand fully offset the marginal increase in the US dollar price of gold.
Consequently, the revenue of gold producers shrank by 6,8 per cent over the period.

Following a sharp increase of 10,5 per cent in the fourth quarter of 2011, the value of merchandise
imports advanced by only 0,3 per cent in the first quarter of 2012. The marginal increase in the
value of imports in the opening months of 2012 followed an exceptionally strong increase in
all major import categories in the preceding quarter. The pace of increase in the volume of
imported goods moderated over the period whereas the rand price of merchandise imports
declined due to relatively subdued inflation in South Africa’s main trading-partner countries
coupled with the appreciation in the exchange value of the rand. Notwithstanding the high base
in the fourth quarter of 2011, the value of mining imports, boosted by higher crude oil prices,
increased by 6,1 per cent in the first quarter of 2012. The value of imported manufactured
goods, on the contrary, receded by 2,1 per cent over the period as the decline in the value
of imported machinery and electrical equipment more than offset an increase in the value of
imported vehicles and transport equipment.

Value of merchandise imports
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Consistent with the underlying firm domestic demand for imported goods, import volumes rose
by 5,2 per cent and 8,6 per cent respectively in the first and second halves of 2011, while the
volume of merchandise imports advanced by only 0,8 per cent in the first quarter of 2012. This
increase involved the category for non-oil imports since imports of crude oil decreased. As a
ratio of gross domestic expenditure, the volume of merchandise imports remained unchanged
at 24,7 per cent in the first quarter of 2012.

The rand price of imported goods declined by 0,5 per cent in the first quarter of 2012 as the
appreciation in the value of the domestic currency more than neutralised the negative impact of
higher international crude oil prices.
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The shortfall on the services, income and current transfer account with the rest of the world
widened by about R17 billion in the first quarter of 2012, culminating in a deficit of R110,5 billion.
Despite this elevated level, the ratio of the deficit relative to the country’s gross domestic product
amounted to 3,6 per cent, considerably lower than the average ratio of almost 4 per cent attained
during the calendar year 2011. The larger deficit in the first quarter of 2012 mainly reflected an
increase of almost 40 per cent in gross dividend payments to non-resident investors, originating
predominantly from companies listed on the JSE Limited (JSE). These dividend declarations were
preceded by a gust of exceptionally good profit announcements, in particular by the banking
sector, in the recent past. In addition, the dividend payments might have been temporarily boosted
by the higher effective tax rate on dividend distributions set to come into effect from 1 April 2012,
and also came from an exceptionally low base in the fourth quarter of 2011.

In the first quarter of 2012 travel receipts increased for the fourth consecutive quarter, and even
exceeded the level of tourism spending in the second quarter of 2010 during the hosting of the
2010 FIFA football tournament.

Since the soccer tournament took place in the “middle” of the global recession, spending by
non-residents during that period did not fully meet the expectations resulting in that level now
being exceeded. Despite the continuation of a relatively stringent economic climate worldwide,
the recent improved performance of tourism spending could, inter alia, be attributed to an
increased awareness being created by the 2010 football tournament which amplified the
exposure of South Africa to a global audience.

Travel receipts

R billions

80
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Seasonally adjusted and annualised

Despite an increase in royalty payments to non-resident parties, which might be reflective of a
somewhat improved turnover base of businesses amid an improved economic environment,
payments in the overall category for “other services” decreased marginally. Service receipts
for this category also decreased marginally but were held up mainly due to higher receipts for
financial services rendered to non-resident investors on account of increased activity in the
domestic securities market.

South Africa’s terms of trade deteriorated in the first quarter of 2012 as the rand price of exported
goods and services decreased at a faster pace than that of imports of goods and services. This
partly reflected the strong increase in international crude oil prices compared with the prices of
the set of non-oil commodities produced by South Africa.
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Terms of trade and prices of goods and services

Indices: 2005=100

250 130
— 120
200 p—
— 110
150 =
— 100
100 f—=
— 90
50 = - 0
0 | | | | | -0
2007 2008 2009 2010 2011 2012
= Export prices = |mport prices Terms of trade (right-hand scale)

Financial account

Sentiment in global financial markets turned more positive in the first quarter of 2012 due to
favourable economic data releases in certain developed economies. In addition, the conclusion
of the second bailout arrangement for Greece reinforced stability in the peripheral euro
countries and supported investors’ overall risk appetite. As a result, international investors
selectively substituted their holdings of emerging-market equity securities in favour of those
in developed economies but at the same time held on to government debt securities. Despite
these developments, South Africa managed to attract foreign portfolio capital inflows at a faster
pace in the first quarter of 2012 than in the previous quarter. In addition, the category for other
investment capital also managed to record net capital inflows over the period. The net inflow of
capital on the financial account of the balance of payments (including unrecorded transactions)
amounted to R50,5 billion in the first quarter of 2012 compared with an inflow of R19,9 billion in
the fourth quarter of 2011.

Net financial transactions not related to reserves

R billions
2011 2012
1stgr 2nd qr 3rd qr 4th qr Year 1stgr
Change in liabilities
Direct investment...........cccceeviiinnnnn. 52 15,4 2,8 18,7 42,1 7,7
Portfolio investment ............cccccoceeee. 20,8 35,1 -21,4 12,5 47,0 28,9
Other investment .........cccoeeivicnnn. -0,9 13,9 11,6 7,2 31,7 -3,7
Change in assets
Direct investment..... -12,7 -1,6 12,9 6,0 4.6 -5,0
Portfolio investment ... -21.1 -10,5 -9,9 -3,0 -44.5 -13,8
Other investment ..... 33,5 -17,0 8,7 -28,8 -3,6 13,4
Total financial transactions™.. 53,5 23,4 34,5 19,9 131,3 50,5
As a percentage of gross
domestic produCt............cccccceveviinn. 7,5 3,2 4,6 2,6 4,4 6,6

* Including unrecorded transactions
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Foreign-owned assets in South Africa

Foreign direct investment into South Africa registered a smaller inflow of R7,7 billion in the first
quarter of 2012 compared with an inflow of R18,7 billion in the fourth quarter of 2011. The
sustained inflow of direct investment could largely be attributed to the continuous strengthening
of economic ties between China and South Africa and the concomitant increase in long-term
inward investment.

Foreign portfolio investment into South Africa increased by R28,9 billion in the first quarter of
2012 following an increase of R12,5 billion in the final quarter of 2011. Attractive domestic yields
on South African government bonds probably encouraged foreign investors to remain buyers
of domestically issued debt securities over the period. The increase in portfolio investment
liabilities was further boosted by the proceeds from a US$1,5 billion international bond issue by
the South African government during the first quarter of 2012.

Other investment liabilities recorded net capital outflow of R3,7 billion in the first quarter
of 2012, following inflows in the three previous quarters of 2010. The outflow of capital
during the first quarter of 2012 can largely be ascribed to repayments of long-term loans by
domestic companies.

South African-owned assets abroad

Outward direct investment amounted to R5,0 billion in the first quarter of 2012 — a complete
turnaround from an inflow of R6,0 billion in the fourth quarter of 2011. The acquisition of direct
investment assets abroad was largely dominated by activities of local mining companies abroad.

Outward foreign portfolio investment by South African institutional and individual investors
increased further in the first quarter of 2012. The acquisition of foreign-issued equity and debt
securities amounted to R13,8 billion in the first quarter of 2012 compared with an outflow of
R3,0 billion in the fourth quarter of 2011, partly indicative of renewed confidence in global
financial markets.

Other outward investment from South Africa switched abruptly from an outflow of R28,8 billion
in the fourth quarter of 2011 to an inflow of R13,4 billion in the first quarter of 2012. This inflow
was largely a result of a substantial withdrawal of foreign currency- and rand-denominated
deposits with non-resident banks by the South African banking sector. A withdrawal of this
magnitude was last observed in the first quarter of 2011.

Balance of payments: Balance on financial account

Percentage of gross domestic product

2007 2008 2009 2010 2011 2012

Including unrecorded transactions
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Foreign debt

South Africa’s total external debt which had declined from an all-time high of US$114,7 billion at
the end of the second quarter of 2011 to US$107,8 billion at the end of the third quarter, advanced
again to US$111,5 billion at the end of the fourth quarter. This increase could mainly be attributed
to increased investor appetite for domestically issued rand-denominated debt securities. Owing
mainly to the relatively high yields offered on South African government bonds compared to other
developed economies, the foreign holdings of South African government rand-denominated
bonds have more than doubled between the end of 2009 and the end of 2011. Outstanding
rand-denominated debt accordingly rose from US$56,2 billion at the end of the third quarter of
2011 to US$60,6 billion at the end of the fourth quarter, whereas foreign currency-denominated
debt declined from US$51,6 billion to US$50,9 billion over the same period. Expressed in rand
terms, South Africa’s external debt increased by R41 billion from R865 billion at the end of the third
quarter of 2011 to R906 billion at the end of the fourth quarter.

South Africa’s external debt

US$ billions at end of period

2010 2011

4th qr 1stqr 2nd qr 3rd gr 4th qr

Foreign currency-denominated debt................... 45,2 49,8 53,5 51,6 50,9
Bearer bonds.........cccviiiiiiiiii 16,5 21,1 22,2 21,3 20,9
OtNer i 28,7 28,7 31,3 30,3 30,0

Public seCtOr ......ccvviiiiiiii, 6,5 7,1 7,8 7,8 7,6
Monetary SECIOr ......cccoviiiiiiiiiicicc 10,3 9,0 11,0 10,0 9,9
Non-monetary private Sector.............ccceeeeene 11,9 12,6 12,6 12,6 12,5

Rand-denominated debt..........cccuvvveevvneeneennnnnnn. 59,2 58,5 61,2 56,2 60,6
BONAS...eiiiiiiiieee 24,6 24,6 29,7 27,9 30,3
OFNEI ettt 34,6 33,9 31,5 28,3 30,3

Total foreign debt ........coooiiiiiiiiie e, 104,4 108,3 114,7 107,8 1115
AS a percentage of gross domestic product..... 28,7 28,3 28,5 25,9 27,3
AS a percentage of total export earnings .......... 100,3 98,4 98,4 88,0 90,6

At US$50,9 billion the country’s foreign currency-denominated debt represented about 46 per cent
of total external debt at the end of 2011 compared with 60 per cent at the end of December 2006.

Rand-denominated government bonds held by non-residents
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The repayment of both long- and short-term loans by the domestic banking sector and the
appreciation of the dollar against the euro largely contributed to the lower level of the country’s
foreign currency-denominated debt. Nonetheless, the foreign funding received by parastatals
for infrastructure projects continued to increase over the period.

The increase in rand-denominated debt was augmented by direct investors in both the
telecommunication and motor industries, as they increased long-term loan finance extended
to their subsidiaries.

International reserves and liquidity

Having declined by R1,4 billion in the fourth quarter of 2011, South Africa’s overall balance-of-
payments position (i.e., the change in the country’s net international reserves due to balance-
of- payments transactions) increased by R7,7 billion in the first quarter of 2012.

The US dollar equivalent of the country’s gross gold and other foreign reserves (i.e., the official
international reserves of the Bank before accounting for reserves related liabilities) increased
by US$1,8 billion to $50,7 billion at the end of March 2012; this was the largest quarterly
increase since the first quarter of 2011. The gross gold and other foreign reserves decreased to
US$49,9 billion at the end of April 2012 and further to US$48,9 billion at the end of May.

Owing to an increase of US$1,2 billion from the end of December 2011 to the end of January
2012, the international liquidity position remained broadly unchanged at US$48,9 billion at the
end of March before declining to US$47,7 at the end of May. The international reserve cover
ratio declined marginally from 20 weeks’ worth of imports at the end of December 2011 to
19 weeks at the end of March 2012.

Exchange rates

The nominal effective exchange rate of the rand increased by 4,4 per cent in the first quarter
of 2012 after strengthening by 0,7 per cent in the fourth quarter of 2011. The appreciation in
the external value of the rand in the first quarter of 2012 was supported by an improvement in
international investor sentiment and risk appetite following the approval of Greece’s second
pailout package of 130 billion euro, alongside sustained low interest rates in developed
economies. In the first quarter of 2012, the domestic currency recovered most notably against
the US dollar and the Japanese yen.

Exchange rates of the rand

Percentage change

30 Jun 2011 30 Sep 2011 31 Dec 2011 31 Mar 2012
to to to to
30 Sep 2011 31 Dec 2011 31 Mar 2012 31 May 2012

Weighted average”® .........ccccovoeeeiieeenne -12,5 0,7 4,4 -6,6
EUMO o, -9,5 3,3 2,5 -3,1
US dollar .....oooviiiiiiciicicie -15,5 -1,3 5,9 -9,8
Chinese yuan.........cccoccvvieiiiiiiiini, -16,6 -2,6 5,9 -8,8
British pound.......cccoevvivieiiiieciice e -13,2 -0,2 2,0 =71
Japanese Yen .......cccoceeiiiie i -19,3 -0,3 12,0 -13,4

* Against a basket of 15 currencies

From the end of March 2012 to the end of May, the nominal effective exchange rate of the rand
lost momentum and declined by 6,6 per cent. The depreciation in the exchange value of the
rand over this period could largely be ascribed to risk aversion following inconclusive Greek
elections and renewed uncertainty in the global financial markets.
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Subsequent to a 2,4 per cent increase in December 2011, the real effective exchange rate of
the rand rose by a further 0,8 per cent up to March 2012, dampening the price competitiveness
of local exporters. However, this trend has been reversed on account of the decline in the
exchange rate of the rand in April and May.

Effective exchange rates of the rand
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The average net daily turnover in the domestic market for foreign exchange decreased by
4,5 per cent from US$20,4 billion in the fourth quarter of 2011 to US$19,5 billion in the first
quarter of 2012. The lower turnover could largely be attributed to a decline in the value of non-
resident swap transactions, which decreased from US$7,4 billion per day in the fourth quarter
of 2011 to US$7,0 billion per day in the first quarter of 2012. The value of transactions in which
non-residents participated decreased from US$13,9 billion per day to US$13,7 billion per day
over the same period.
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Monetary developments, interest rates and
financial markets

Money supply

Money supply contracted in the first quarter of 2012, especially in the deposit categories
with longer-term maturities. Part of the contraction was explained by technical factors: minor
amendments to the banks’ BA 900 balance sheet survey from January 2012 notably affected
the reported deposits of the corporate sector.® However, the deposit holdings of the household
sector continued to expand, alongside further increases in households’ nominal income and
expenditure.

Following buoyant growth of 9,3 per cent and 14,0 per cent in the third and fourth quarters of
2011, the quarter-to-quarter® growth rate in M3 decelerated sharply to 3,0 per cent in the first
quarter of 2012. The moderation in M3 growth during the first quarter of 2012 was primarily the
result of a significant decline in the reported deposit holdings of the corporate sector. Corporate-
sector deposits, which account for more than 70 per cent of private-sector deposits, had shown
robust accumulation in the second half of 2011 but dwindled during the first quarter of 2012,
largely due to the technical reporting changes referred to above. Measured over twelve months,
growth in the M3 money supply decelerated from 8,3 per cent in December 2011 to 6,6 per cent
in March 2012, and further to 6,2 per cent in April.

Growth in M3
Percentage change
40 | |

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

2007 2008 2009 2010 2011 2012

The maturity analysis of deposit categories show marked divergence in growth during the first
quarter of 2012. The notes and coin in circulation grew at a subdued rate, while cheque and
transmission deposits, and call and overnight deposits maintained positive growth rates during
the first quarter as the private sector showed a preference for liquid monetary assets, possibly to
support a transactions motive. The categories of other short- and medium-term deposits, and
of long-term deposits contracted during the first quarter of 2012, affected by the amendments
to the BA 900 survey from January 2012 already referred to.

On balance, the broad M3 money supply contracted by R31,7 billion in the first quarter of
2012, in sharp contrast to the expansion of R76,9 billion recorded in the fourth quarter of 2011.
An expansion of R5,6 billion in deposit holdings of the household sector was neutralised by a
R37,4 billion contraction in corporate-sector deposits during the first quarter of 2012. The year-
on-year growth in M3 deposit holdings of the household sector has been outperforming that of
the corporate sector since September 2011. Twelve-month growth in the M3 deposit holdings
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5 Amendments to the
BA 900 survey became
effective in January 2012
with a moderate impact on
the historical comparability
of data. However, the
essential underlying
trends in the data remain
unchanged. The changes
included improvements

in the reporting of some
deposit categories when
financial instruments,

not traditionally regarded
as deposit instruments,
were reclassified to debt
securities. This resulted

in a reduction of 0,6 per
cent in the level of M3.

6 The quarter-to-quarter
growth rates referred to

in this section are based
on seasonally adjusted
and annualised data.
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of the household sector accelerated to 12,3 per cent in April 2012, up from 10,6 per cent in
December 2011. Simultaneously, growth in deposit holdings of the corporate sector moderated
to 3,9 per cent in April, down from 7,4 per cent in December.

Maturity analysis of growth in M3

Per cent at seasonally adjusted annualised rates

2011 2012
2nd gr 3rd gr 4th gr 1stgr
Notes and COIN.......coviiiiiiiiiii i 12,4 20,4 14,1 1.1
Cheque and transmission deposits...........cccceeeee. 3,4 10,5 18,8 10,1
Call and overnight deposits ..........ccccvviiiiiiciiene 10,0 3,3 14,9 7,1
Other short- and medium-term deposits*............. -7,3 14,1 12,8 -1,9
Long-term deposits™* . 2,1 2,8 22,1 -6,4
M et s 0,4 9,3 14,0 3,0

* Unexpired maturities of more than one day and up to six months, and savings deposits
** Unexpired maturities of more than six months

Subsequent to robust expansion in the latter part of 2010 and early part of 2011, growth in the
deposit holdings of financial companies dwindled from the second half of 2011. Year-on-year
growth in the deposit holdings of financial companies declined from 16,2 per cent in January
2011 to 0,5 per cent in April 2012. By contrast, the year-on-year growth in deposit holdings of
non-financial companies accelerated from 3,2 per cent to 12,5 per cent in March, with some
moderation to 9,9 per cent in April.

M3 deposit holdings of households and companies

Percentage change over twelve months
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In an accounting sense, the contraction in M3 during the first quarter of 2012 could be linked
to declines in most of its statistical counterparts. Banks’ claims on the domestic private sector
were the exception, mainly reflecting strong growth in credit extension, notably the category
for other loans and advances. The large decline in net other assets and liabilities resulted from
a considerable decline in other assets, mainly driven by a reduction in derivative instruments.
Other liabilities recorded a small increase resulting from debt securities issued by banks. The
decline in net foreign assets resulted from a notable decrease in foreign currency deposits with,
and advances to, foreign banks. Net claims on the government sector declined, primarily as a
result of an increase in government deposits aided, among other things, by corporate income
tax collections that fell due during the period.

Statistical counterparts of change in M3

R billions
2011 2012
2nd qr 3rd gr 4th qr 1stqr
Net foreign assets .......ocoveviiiiiiiiic, 8,7 16,9 25,3 -23,4
Net claims on the government sector................... -3,7 26,8 -12,9 -5,6
Claims on the private Sector.........cccccoevvvveiiiveeens 20,4 60,6 37,0 741
Net other assets and liabilities ..............cccccceveins -8,2 -28,1 27,4 -76,8
Total change in M3.......oooiiiiiieeee e 17,2 76,3 76,9 -31,7

The income velocity of circulation of M3 has remained constant at 1,39 from the third quarter
of 2011 to the first quarter of 2012 as the growth in M3 kept pace with the increase in nominal
gross domestic product.

Credit extension

Growth in credit extension accelerated during the first quarter of 2012, buoyed by renewed
appetite for credit by the corporate sector, possibly reflecting the sector’s continued fixed
investment activity and inventory accumulation. Although all credit categories contributed
towards the overall increase in total loans and advances, general loans maintained its role as
the dominant form of funding in the opening months of 2012, while the asset-backed categories
maintained muted growth rates.

Total loans and advances to the private sector

Percentage change

35 1 T T
I Quarterly at seasonally adjusted annualised rates
30 = Over twelve months

2007 2008 2009 2010 2011 2012
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The year-on-year growth in banks’ total loans and advances extended to the private sector
amounted to 9,2 per cent in March 2012 and 7,6 per cent in April, considerably higher than the
average growth rate of less than 6 per cent recorded during the previous year. The recovery
in total loans and advances was also reflected in a significant acceleration in the quarter-to-
quarter seasonally adjusted and annualised growth rate to 11,9 per cent in the first quarter of
2012, compared with 6,9 per cent in the fourth quarter of 2011. Quarterly growth rates in excess
of 10 per cent were last recorded in the third quarter of 2008.

Other loans and advances, which consist of bank overdrafts, general loans and credit card
advances, grew by R42,1 billion over the first four months of 2012. Year-on-year growth in
the category for other loans and advances accelerated from 6,9 per cent in January 2011 to
approach the 20 per cent mark in March 2012 when it reached 19,6 per cent. In April 2012
growth moderated somewhat to 15,3 per cent.

Change in outstanding balance per credit extension category

R billions

350

300

250

200

150

100

50

-50

2007 2008 2009 2010 2011 2012~

I General loans and advances Bl Instalment sale credit and leasing finance
Bl Credit card advances Il Mortgage advances

BN Overdrafts

* Four months up to end of April 2012

General loans and advances, which became the key source of growth in credit extension during
the past two years, constituted 50 per cent of the growth in total loans and advances during the
first four months of 2012. This credit category also gained popularity with the corporate sector
from the second half of 2011, with twelve-month growth rates accelerating from 4,6 per cent
in May 2011 to 12,2 per cent in April 2012. Although growth in general loans extended to the
household sector remained relatively high, twelve-month growth rates have decelerated from a
post-2009-recession peak of 39,3 per cent in June 2011 to 30,1 per cent in April 2012 post the
2009 recession.

The instalment sale credit and leasing finance credit category maintained an upward growth
trend during the first four months of 2012 as motor vehicle sales continued to benefit from
the low interest rate environment. The year-on-year growth in the instalment sale credit
category accelerated from 10,7 per cent in December 2011 to 12,5 per cent in April 2012 — its
highest growth rate since December 2008 — while leasing finance continued to contract at an
accelerating pace. Year-on-year growth in leasing finance stood at a negative rate of 26,5 per
cent in April 2012, down from a negative 20,5 per cent in December 2011. Two unrelated, but
equally important, administrative measures contributed to the steady decline in use of leasing
finance over the past four years. The first measure was the more lenient and longer repayment
terms allowed on substitute credit categories since the introduction of the National Credit Act
in the second half of 2007. This was exacerbated by the second measure, the progressive
tightening of tax legislation related to vehicle benefits and claims.
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General loans and advances

Percentage change over twelve months
60

General loans to households
(mostly unsecured lending)

30

General loans to companies
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The revival in mortgage advances continued to lag behind that of other categories of credit
extension and growth rates remain far below pre-2009 recession levels. Twelve-month growth
in the total value of outstanding mortgage advances, which includes both commercial and
residential mortgage loans, maintained a virtually flat trajectory and stagnated around the
2 per cent level in the first four months of 2012. Affordability constraints, coupled with low levels
of consumer confidence and a subdued real-estate market, continued to dampen growth in
mortgage advances.

Quarterly changes in banks’ total loans and advances by type

R billions
2011 2012
2nd qr 3rd gr 4th gr 1st qr
Mortgage advanCes. ..........ccoooveiiieiiiiiiieiiens 11,3 7,3 4,1 4,6
Instalment sale credit and leasing finance....... 3,2 1,8 8,0 6,6
Other loans and advances............ccccooovevienne. 5,1 35,2 32,6 61,1
OverdraftS.......ccoovveiiiiiiiiic 0,7 0,4 6,0 23,8
Credit card advances............cccoceeviininnn, 1,5 1.1 1,8 2,5
General advanCes...........coccveeieiiiiiiciinen, 2,9 33,7 24,9 34,9
Total loans and advances..........cccccceeeeeeeeeeens 19,6 44,3 44,7 72,2
Of which: To household sector..............cco...... 12,4 9,0 27,6 28,2
To corporate SeCtor........cveevvvveeannn. 7.2 35,3 17,1 44,1

Alongside a rebound in business confidence, total loans and advances extended to the
corporate sector expanded strongly in the first quarter of 2012, overshadowing the increase in
loans and advances to the household sector. Measured over twelve months, growth in credit
extension to the private corporate sector continued to gain ground as it accelerated from 8,6 per
cent in December 2011 to 12,2 per cent in March 2012. However, in April growth moderated to
8,3 per cent. Credit extension to the corporate sector was mainly driven by significant increases
in general loans and overdrafts, predominantly extended to non-financial companies.

The moderation in growth in total loans and advances to the household sector came from
the slower pace of increase in other loans and advances, as this component accounted for
about 50 per cent of overall household credit in the first quarter of 2012, compared to 61 per
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cent registered during the last quarter of 2011. Twelve-month growth in credit extension to the
household sector accelerated only moderately from 6,5 per cent in December 2011 to 7,2 per
cent in April 2012.

Interest rates and yields

In the nine meetings of the MPC from January 2011 to May 2012, the repurchase rate was kept
unchanged at 5,50 per cent per annum. The latest decision was reached against the backdrop
of a slightly more favourable inflation forecast, but with renewed upside risks to inflation
arising from a possible further weakening of the exchange rate. While the MPC recognised
the countervailing pressures which could come from weaker demand and lower oil and other
commodity prices, the committee viewed the balance of risks to the inflation outlook to be
somewhat on the upside. The MPC statements discussing developments underlying recent
monetary policy decisions are reproduced in full on pages 60 to 67 of this Quarterly Bulletin.

Short-term money market rates tracked the sideways movement in the repurchase rate during
the first five months of 2012, while longer-dated instruments discounted the possibility of policy
tightening towards the end of the year. For example, the three-month Johannesburg Interbank
Agreed Rate (Jibar), which stood at 5,60 per cent towards the end of December 2011, trended
sideways during the first quarter of 2012 and the ensuing two months to May. By contrast, the
twelve-month Jibar rate increased by 20 basis points from 6,12 per cent on 31 December 2011
10 6,32 per cent on 22 March before receding to 6,01 per cent on 7 June following better-than-
expected inflation outcomes.

Generally improved risk appetite for higher-yielding asset classes moderated demand for
government paper. Consequently, the tender rate on 91-day Treasury bills followed an upward
trend during the first quarter of 2012, increasing by ten basis points from 5,47 per cent at the
beginning of January to 5,57 per cent on 30 March 2012, and fluctuating around that level in the
ensuing two months to early June.

Money-market rates

Per cent
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The upward trend in rates on forward rate agreements (FRASs) that extended into the early months
of 2012 subsided somewhat towards the end of March when domestic inflation showed signs
of receding. In May this was followed by a significant decrease in FRA rates, acknowledging
the weaker euro area economy and commodity price prospects. The most notable decline
related to the 9x12-month FRA rate which decreased, on balance, from an eight-month peak of
6,05 per cent on 20 March 2012 to 5,35 per cent on 7 June 2012.
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Forward rate agreements
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Owing to favourable conditions in the overnight interbank market, both the South African
Benchmark Overnight Rate on Deposits (Sabor) and the implied rate on one-day rand funding
in the foreign-exchange market (overnight FX rate) remained relatively stable and well within the
standing facility limits during most of the first five months of 2012. After reaching a historical low
of 4,91 per cent on 13 February 2012, the overnight FX rate fluctuated higher to 5,58 per cent
on 7 June. The Sabor rate initially increased, on balance, from a recent low of 5,23 per cent on
6 February 2012 to 5,35 per cent on 5 March, before fluctuating lower to 5,29 per cent on 7 June.

The prime overdraft rate and the predominant rate on mortgage loans have been maintained at
9,0 per cent since the 50 basis point reduction effected in November 2010.

Benchmark overnight rates

Per cent
12

Overnight FX rate
10
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In line with lower government bond yields, interest rates on the RSA government fixed-rate retail
bonds were lowered by 50 basis points across the 2-, 3- and 5-year maturities to 6,75, 7,0 and
7,5 per cent respectively in May 2012. The amount in issue for all retail bonds increased by
RO,7 billion in the first four months of 2012 to reach R11,6 billion at the end of April.
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7 The differential
between South
African government
bond yields on
rand-denominated
debt issued in the
domestic market and
on dollar-denominated
debt issued in the US
in the two-to-three-
year maturity range.
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Despite the downgrade of South Africa’s sovereign debt outlook to negative by the S&P
rating agency in March 2012, local bond yields continued to trend downwards. For instance,
the daily average yield on the R157 government bond (maturing in 2014/15/16) declined from
a high of 7,09 per cent on 25 November 2011 to 6,24 per cent on 7 June 2012. The firming
trend was amid the appreciation in the exchange value of the rand in the earlier months of
2012, the release of better-than-expected inflation data, strong demand for domestic bonds
by non-residents as well as the announcement of the possible inclusion of domestic bonds
in the Citigroup World Government Bond Index (WGBI). Such inclusion was subsequently
confirmed in early June, to take effect from October 2012, with a pro forma weight of 0,41 per
cent assigned to South African government bonds.

Box 1: Global fixed-income index for government bonds

The Citigroup World Government Bond Index (WGBI) for domestic currency government bond
issues was introduced in 1987 and is a market capitalisation weighted bond index covering
the government bond markets of 22 countries. Country eligibility is determined based on bond
issue size, credit quality and ease of entry. The index includes fixed-rate bonds with a remaining
maturity of one year or longer and with amounts outstanding of at least US$25 billion at any
point.

A further index often quoted in connection with international bonds is the Emerging Markets
Bond Index Plus (EMBI+) compiled by JPMorgan.

The main differences between the WGBI and EMBI+ are:

— WGBI includes local currency-denominated bond issues, whereas the EMBI+ includes US
dollar-denominated bond issues; and

— EMBI+ includes only debt issues of emerging markets, while the WGBI includes debt issues
of emerging and developed markets.

Despite the generally downward trend of the nominal yield on domestic rand-denominated
bonds, the currency risk premium’ on South African government bonds widened from 441 basis
points in November 2011 to 514 basis points in May 2012. This reflected the more pronounced
decrease in the yield on dollar-denominated South African bonds to record-low levels in line
with remarkably low US government bond yields.

Government bond yields
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The level of the yield curve moved lower during 2012, with the exception of the short end of the
curve, which remained broadly anchored to the unchanged repurchase rate. The downward
movement in the yield curve occurred mainly as bond yields benefited from the appreciation
in the exchange value of the rand in the former months of 2012 and the release of better-than-
expected inflation data, which supported a contained inflation outlook that could probably delay
the resumption of an upward cycle in interest rates. As a result, the yield gap, computed as the
difference between the yields at the extreme long and short ends of the curve, narrowed from
379 basis points on 14 December 2011 to 346 basis points on 7 June 2012.

Investors’ sentiment towards debt instruments of emerging markets continued to improve in early
2012, as indicated by the JPMorgan Emerging Markets Bond Index Plus (EMBI+)® yield spread
above US government bonds, which narrowed to 319 basis points in March 2012 from a high of
422 basis points in September 2011. Subsequently, the EMBI+ yield spread widened to 419 basis
points in May. The sovereign risk premium on South African government US dollar-denominated
bonds in the two-year maturity range trading in international markets narrowed noticeably from an
average of 182 basis points in November 2011 to only 74 basis points in May 2012.

Money market

Money-market liquidity showed discernible variation during the first five months of 2012 but
the underlying liquidity conditions nonetheless remained stable. The actual daily liquidity
requirement of private-sector banks fluctuated within a limited range between R13,6 billion and
R19,8 billion during January and February 2012, the range subsequently widening to between
R4,0 billion and R25,6 billion from March to May 2012.

Liquidity requirement

R billions
30
—— Estimated weekly liquidity requirement Highest 2012 daily
- Actual daily liquidity requirement liquidity requirement =
o5 R25,6 billion

5[ Lowest 2012 ——
daily liquidity requirement =
R4 billion
0 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
Feb Apr Jun Aug Oct Dec Feb Apr Jun
2011 2012

The money market experienced a net drainage of liquidity to the value of R3,1 billion in the first
quarter of 2012. Banks’ required cash reserve deposits and government deposits with the South
African Reserve Bank (the Bank) jointly drained liquidity to the value of R7,5 billion. The increase
of R5,5 billion in government deposits with the Bank was mainly attributable to an increase
of R6,3 billion in foreign currency-denominated deposits, which was partially neutralised by a
decrease of R0,9 billion in domestic currency-denominated deposits.

Foreign-exchange transactions by the Bank drained a further R4,1 billion worth of liquidity from
the money market. Notes and coin in circulation, on balance, increased by R11,2 billion during
the quarter, counter-balancing some of the money-market drainage from the other sources.
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Money-market liquidity flows

R billions (easing + tightening -)

2011 2012
2nd gr 3rd gr 4th gr 1stqr
Notes and coin in circulation ............c.cccoeenne -2,6 -5,0 -15,4 11,2
Required cash reserve deposits............ccccueeene -1,3 -1,9 -0,5 -2,0
Money-market effect of SARB* foreign-
exchange transactions..........ccccovvvvviiieieniiiiins 28,0 1,8 0,1 -4.1
Government deposits with the SARB*............. -24,4 -8,3 3,1 -5,5
Use of liquidity management instruments ........ 3,4 1,3 9,9 2,4
Reverse repurchase transactions................ 2,0 -0,7 -1,6 0,4
SARB* debentures..........ccocveviiiiiiiiieiiinenn 1,4 1,9 11,4 2,0
Other items Net ...vvveeiiiiiiecec e, -1,8 9,4 3,3 -5,2
Banks’ liquidity requirement
(decrease + INCrease —)......ccccevveeeereeeeesennnns 1,3 -2,7 0,5 -3,1

* South African Reserve Bank

Coupon interest payments on various government bonds amounting to R11,9 billion were paid
out from the government tax and loan account during the first quarter of 2012. No redemption
payments fell due during this period.

Foreign reserves and government deposits

R billions
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Bond market

National government continued to auction bonds to a value of around R2,9 billion per week in
the face of firm demand for these securities. The amount of bids received was, on average,
2,8 times the amount allotted for all government bond auctions thus far in 2012. Government
contributed the lion’s share to net issues of R54,6 billion in the primary bond market by the
public sector in the first four months of 2012. This issuance, together with the R38,3 billion and
R3,4 billion raised by the private sector and through commercial paper issuances in the first four
months of 2012, moved the total outstanding nominal value of debt securities listed on the JSE
higher to R1,5 trillion at the end of April 2012.
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Turnover in the secondary bond market in 2012 benefited from the decline in domestic
bond vyields. The value of bonds traded of R10,1 trillion in the five months to May 2012 was
13 per cent higher than the value traded in the corresponding period of 2011. Similarly, the
daily average turnover of R97,9 billion recorded in 2012 overshadowed the daily value traded
in the same period of the previous year. Thus far in 2012 the All-Bond Index recorded a gain of
4 per cent, reaching an all-time-high level in April. This can be attributed to, among other things,
strong demand for local bonds by non-residents and a positive sentiment on the probable
inclusion of domestic government bonds in the WGBI.

Although rand-denominated bond issuances in the European bond markets continued in 2012,
they were at a lower level than in the same period of 2011. Turmoil continued in Europe with
markets remaining fragile on fears that public resistance to envisaged fiscal austerity measures
might fuel political turmoil, and this subdued issuances to some degree. Non-residents’
issuance of rand-denominated bonds in the Japanese Uridashi bond market continued steadily
in 2012 as issuers consistently used these instruments to diversify their investment base. Net
redemptions of rand-denominated bonds in both the European and Uridashi bond markets of
RO,7 billion were recorded during the first five months of 2012, compared with net issues of
R3,9 billion in the corresponding period of 2011, as indicated in the accompanying table.

Rand-denominated bonds issued in international bond markets, January to May

R millions
Eurorand Uridashi Total
2011 2012 2011 2012 2011 2012
[SSUES ... 8175 5 265 4269 5125 12 444 10 390
Redemptions.......ccccovveiiiiciiics 2670 6275 5885 4 863 8 555 11138
NET o 5505 -1 010 -1616 263 3889 -747

The local bond market continued to benefit from large net purchases by non-residents during
the first four months of 2012, with some net selling of R5,5 billion recorded in May. A key factor
contributing to the generally strong net purchases of local bonds remained, among other things,
a search for higher yields. As some emerging-market economies continued to lower their

Annual cumulative non-resident net transactions in local securities
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interest rates, the yield differential remained in favour of the domestic bond market. Citigroup’s
announcement of the inclusion of South African government bonds in the WGBI bodes well for
the local bond market and could stimulate further foreign inflows. Thus far in 2012 non-residents
have increased their local bond exposure by R27,5 billion, while their trading activity — measured
as their purchases and sales as a percentage of the total value of bonds traded on the JSE —
averaged 10 per cent during the same period.

Share market

Companies listed on the JSE raised equity capital in the domestic and international primary
share markets to the subdued value of R24,9 billion in the first five months of 2012 — 44 per
cent lower than the amount raised during the corresponding period of 2011. Despite the JSE’s
reputation as a capital-raising hub for foreign-domiciled companies with assets or operations in
Africa, companies with primary listings on the JSE contributed 91 per cent of the total capital-
raising activity in the five months to May 2012, compared with 76 per cent in the same period
of 2011. Capital was mainly raised through the waiver of pre-emptive rights and acquisition of
assets to the amounts of R10,7 billion and R8,4 billion respectively in the period under review.

A lower appetite for raising capital due to market conditions could have prompted a fall in the
number of listings on the JSE thus far in 2012. In the first five months of 2012 only 1 new listing
was recorded as opposed to 8 delistings. Two companies transferred from Alt* to the Main
Board over the same period. Consequently, the total number of companies listed on the JSE
dropped below the 400 level — for the first time since August 2007 — at 399 in May 2012. This
consisted of 331 companies on the Main Board, 62 companies on Alt* and 3 companies each
on the Development and Venture Capital Boards. The JSE closed its Africa Board in May 2012
when the two listings were incorporated into the Main Board.

Activity on Alt*
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The JSE'’s alternative exchange for small- to medium-sized companies, Alt*, recorded its first
listing in January 2004. Since then, the number of companies listed soared to a record total of
78 listings in April 2009. Thereafter, many companies either transferred to the Main Board or
delisted, and new listing activity became subdued. At the end of May 2012 62 companies were
listed on Alt*. Share prices dropped significantly following the financial crisis in 2008/09, but as
the economic recovery gained traction, the FTSE/JSE All-Share Price Index (Alsi) of the Main
Board recovered and soared to a new all-time-high level in 2012. However, the performance
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of the price index of Alt* has remained at low levels since the recession, as negative sentiment
towards the more risky small companies listed on Alt* continued. Given this lower price level,
market capitalisation and turnover on Alt* also dwindled. From the all-time high of R31,2 billion in
December 2007, market capitalisation on Alt* decreased to R14,1 billion in May 2012. Turnover
on Alt* fell from an annual high of R6,0 billion in 2007 to R1,3 and R1,4 billion in 2010 and
2011 respectively.

The daily average turnover in the secondary share market of the JSE amounted to R14,0 billion
in the first five months of 2012, surpassing the R12,9 billion recorded in the corresponding
period of 2011, and contributed to higher monthly turnover thus far in 2012. Boosted by elevated
share prices, the total market capitalisation of the JSE increased by 8 per cent from December
2011 to an all-time high of R7,5 trillion in April 2012. The market capitalisation then declined to
R7,2 trillion in May as share prices dwindled.

Notwithstanding the continued rally in local share prices in 2012, non-residents were net sellers
of local shares. Their net sales of local shares amounted to R4,1 billion in the first quarter of
2012, with a further reduction in their share portfolio of R1,2 billion in April. The confirmation that
some European countries have gone into recession possibly had a dampening effect on non-
residents’ net purchases of domestic shares. However, non-residents recorded net purchases of
R4,9 billion in May and their trading activity in the domestic secondary share market averaged
15 per cent of total activity during the first five months of 2012, compared with an average
participation rate of 16 per cent during the corresponding period of 2011.

Domestic share prices continued higher during 2012, tracking positive investor sentiment. The
Alsi rose by 21 per cent from 8 August 2011 to an all-time high of 34 482 index points on
2 May 2012. In 2012 the Alsi was bolstered by the more domestic-orientated industrial and
financial sectors, while the export-orientated resources sector tapered off, following the decline
in commodity prices. The shares with a domestic market focus benefited from the appreciated
exchange value of the rand, low interest rates and the fall in consumer and producer price
inflation. Subsequently, the Alsi subsided marginally by 2 per cent to 7 June. The Alsi, in US
dollar terms, remained, on balance, broadly on the same level from 8 August 2011 to 7 June
2012, while the S&P 500 Composite Index increased by 17 per cent over the same period. The
Euro Stoxx 50 Index, however, recorded a loss of 6 per cent from 8 August 2011 to 7 June 2012
as the eurozone remained under pressure.

FTSE/JSE share price indices
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Market for exchange-traded derivatives

Trading activity in commodity futures and options contracts on the Commodity Derivatives
Division (CDD) of the JSE was 22 per cent higher at 1,1 million contracts in the five months
to May 2012, when compared with the same period of 2011. Except for maize prices, which
declined after reaching all-time-high levels in January 2012, all other agricultural commodity
prices increased during 2012. Upward pressure on agricultural commodity prices was alongside
supply concerns on account of weather conditions. This was further amplified by consistently
high international grain and oil prices and, on average, lower production forecasts of local
summer crops and intentions to plant a smaller winter crop area, as reflected by the Crop
Estimates Committee.

Agricultural commodity derivatives traded on the JSE
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To increase flexibility and enable investors to diversify their portfolios while trading in the volatile
foreign-exchange market, Yield-X, the interest rate and currency derivatives market of the JSE,
introduced new Can-Do Australian dollar and New Zealand dollar/rand currency contracts from
March 2012. The number of contracts traded on Yield-X of 6,0 million contracts in the first five
months of 2012 was 15 per cent higher than the number of contracts traded in the corresponding
period of 2011, as activity recently also intensified in the interest rate market with the number of
contracts traded rising by 78 per cent over the same period. Turnover in all derivatives traded on
the JSE during the first five months of 2012 is indicated in the accompanying table.

Derivatives turnover on the JSE, January to May 2012

Change over

Type of derivative Value one year
(R billions) (Per cent)
Equity futures and options ON fULUIES .......eeeviiveeiiiiesiiie e 1570 5
WWAITANTS ... 0,3 -34
Commodity futures and OPtoNS ......covvveeiiiieciiiee e 171 41
Interest rate and currency derivatives ..o 170 31
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Real-estate market

According to Absa Bank, the outlook for the domestic residential property market remained
bleak during the early months of 2012. The month-to-month increases in residential property
prices came to a standstill and prices declined in recent months as far as medium-sized
and large houses are concerned. In the segment for small houses substantial price declines
have characterised the past year. This remained reflective of macroeconomic developments,
including subdued job creation, a high percentage of households with impaired credit records,
and a still-fairly-high debt-to-income ratio, which continued to impede consumers’ ability to take
advantage of the improved affordability trends in the housing market. Other measures of house
prices, such as those compiled by FNB and Lightstone, however, recently gave somewhat more
positive readings.

House prices
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Non-bank financial intermediaries

Non-bank financial institutions® play an important intermediation role in the financial system.
Their balance sheets grew by 4 per cent from the end of 2011 to R4,8 trillion in the first quarter
of 2012 — an increase of 9 per cent from the first quarter of 2011. The asset holdings of these
intermediaries were dominated by equities and fixed-interest securities, reflecting risk/return
considerations, prudential requirements and the need for their investments to match their
liabilities reasonably.

Underpinned by anincrease in share prices, the share of holdings of equities by these institutional
investors grew from a recent low of 47 per cent of total assets in the third quarter of 2011 to
50 per cent in the first quarter of 2012 — still lower than the average of 53 per cent recorded in
2007. Moreover, uncertainty regarding international financial conditions, the fragile economic
recovery and regulatory changes, such as Solvency Assessment and Management (SAM) and
Regulation 28, which place more stringent capital-adequacy requirements and investment
limits on risky assets for insurers and retirement funds, are likely to impact on the ability of
these intermediaries to increase their equity exposure in the future. Holdings of fixed-interest
securities have remained at 23 per cent of total assets since the second quarter of 2011.

db

Quarterly Bulletin June 2012  south African Reserve Bank

9 Consisting of
insurers, pension
and provident funds
and unit trusts.

49



50

Reflecting moderation in risk aversion, holdings of cash and cash equivalent instruments by
these intermediaries fell by 2 per cent of total assets from the first quarter of 2011 to 15 per cent
in the first quarter of 2012. The reallocation of funds from this asset class was pronounced in the
unit trust industry, in which holdings of money-market funds fell by 7 per cent of assets under
management to 24 per cent in the same period, as corporate and retail investors rebalanced
their portfolios. The recent inclusion of all short-term debt instruments and Islamic-compliant
portfolios in the money-market instrument class, as per amendment Notice 1503 under the
Collective Investment Schemes Control Act, 2002 (Act No. 45 of 2002), might support inflows
to this asset class.

Asset allocation of non-bank financial institutions
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Public finance™

Non-financial public-sector borrowing requirement”

The non-financial public-sector borrowing requirement amounted to R194 billion in fiscal
2011/12, or R36,1 billion more than a year earlier. The higher borrowing requirement was brought
about by an increase in transfers and subsidies paid by national government to other levels of
government, together with a significant increase in net purchases of non-financial assets by
non-financial public enterprises and corporations.

Non-financial public-sector borrowing requirement

R billions Per cent
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As a ratio of gross domestic product, the non-financial public-sector borrowing requirement
amounted to 6,4 per cent in fiscal 2011/12, somewhat higher than the ratio of 5,8 per cent
recorded in the preceding fiscal year. The ratio recorded in fiscal 2011/12 was nevertheless lower
than the revised ratio of 7,1 per cent estimated in the Budget Review 20172. Financial activities
at various levels of the non-financial public sector are summarised in the accompanying table.

Non-financial public-sector borrowing requirement

R billions

Level of government 2010/11* 2011/12*

Consolidated general GOVEMMENT ........uvieiiieeeiie e 112,5 136,8
National GOVEIMMENT......c.uiiiiiiiiieii e 117,6 143,1
Extra-budgetary iNstitutions ..........ccccooiiiiiiiiii 0,5 1.1
Social SECUNMLY TUNAS.....eiiiiiie et -12,3 -11,5
Provincial QOVEIMMENTS.......coiuiiiiiiii e -4,4 -5,9
Local GOVEIMMENTS ......viiiiiiiiciii e 1,1 10,0

Non-financial public enterprises and corporations ............cccccvviieiienns 45,8 57,6

TOTAI™™ . ettt e e 158,3 ** 194,4 *
As a percentage of gross domestic product.............ccc.cccoccviciviiicnin. 58 6,4

* Deficit + surplus —
** Components may not add up to totals due to rounding
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10 Unless otherwise
stated, year-on-year rates
of increase compare fiscal
2011/12 to fiscal 2010/11.

11 Calculated as the
cash deficit/surplus of
the consolidated central
government, provincial
and local governments,
and non-financial

public enterprises

and corporations.
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12 Alegal entity

that is created by the
government in order to
partake in commercial
activities on the
government’s behalf. A
state-owned enterprise
(SOE) can be either
wholly or partially owned
by government and

is typically earmarked
to participate in
commercial activities.
Examples are Transnet,
Eskom and Denel.
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During January—-March 2012, non-financial public enterprises and corporations including major
State Owned Enterprises” (SOEs) recorded a preliminary cash deficit of R18,0 billion, bringing
the cash deficit to R57,6 billion for the full fiscal 2011/12. The cash deficit was R11,7 billion higher
when compared with the cash deficit recorded in fiscal 2010/11. This can be attributed to the
sterling progress made by major SOEs in accelerating infrastructure spending. The cash deficit
contributed 29,6 per cent to the total non-financial public-sector borrowing requirement during
the period under review. This contribution was slightly higher than the ratio recorded in the
previous fiscal year.

Strong growth in the total cash receipts of SOEs continued, surpassing the growth rate in
operating expenses. However, substantial growth in infrastructure-related capital spending
boosted total expenditure; hence a sizeable deficit was recorded. Increased infrastructure
spending in areas such as transport, telecommunications, water and electricity reflected the
closer alignment of SOEs’ vision with the development agenda of the general government. The
medium- to long-term infrastructure spending programmes aimed at increasing capacity to meet
growing market demand, achieve greater financial stability, improve productivity and general
efficiency, unlock economic growth potential, and boost job creation and skills development.

Preliminary estimates indicated that net investment in non-financial assets by non-financial SOEs
amounted to R122 billion in fiscal 2011/12, or 34,9 per cent higher than in the previous year.
South Africa’s infrastructure remained noticeably under strain, and without money derived from
increased tariffs, service charges and profits to develop new projects, the prospect of alleviating
pressure on infrastructure is dependent on finding alternative forms of capital for investment.

In fiscal 2011/12, an analysis of national government finance statistics showed that cash receipts
from operating activities increased by 10,8 per cent year on year. Cash payments for operating
activities increased by 12,3 per cent year on year to amount to R896 billion in fiscal 2011/12.
Grants to other levels of government remained the main contributor to higher total expenses.
Netting cash flow from operating activities and net investment in non-financial assets resulted in
a cash deficit of R143 billion in fiscal 2011/12. This was significantly higher than the cash deficit
recorded a year earlier.

Provincial governments recorded a cash deficit of RO,7 billion in the January—March quarter of
2012, bringing the cash surplus to R5,9 billion in fiscal 2011/12. This was a modest increase
from the cash surplus of R4,4 billion recorded in the previous fiscal year. An 11,2 per cent
underspending on capital assets contributed to the higher-than-normal cash surplus.

Provincial revenue amounted to R374 billion during fiscal 2011/12 and was predominantly
boosted by grants from national government. These grants — equitable share transfers and
conditional grants — increased at a year-on-year rate of 11,5 per cent to amount to R362 billion
in fiscal 2011/12.

Provincial government expenditure increased by 11,3 per cent to amount to R368 billion in fiscal
2011/12. The bulk of provincial government expenditure was on personnel costs, which amounted
to R217 billion, or 59,1 per cent of total expenditure. This represented a year-on-year rate of
increase of 12,3 per cent. Provinces overspent their original budget allocation on this category
by R5,2 billion as a result of the above-budgeted wage settlement agreement in fiscal 2011/12.

In March 2012 the Gautrain project reached its sixty-sixth month since inception, indicating
that the project had overrun the estimated development period by twelve months. During fiscal
2011/12, R1,7 billion was spent on the project, bringing the total expenditure since inception to
R31,7 billion. Provincial net investment in non-financial assets including the Gautrain spending
amounted to R27,8 billion in fiscal 2011/12, or 11,4 per cent higher when compared with the
previous fiscal year.

The provincial cash surplus resulted in an increase in provincial governments’ deposits with
the Corporation for Public Deposits from R3,4 billion at the end of March 2011 to R6,4 billion
at the end of March 2012. At the same time their deposits with private banks increased from
R9,7 billion to R14,5 billion between these dates, while their overall indebtedness to banks rose
from RO,7 billion to R1,1 billion.
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Provincial government compensation of employees
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Local governments’ cash deficit amounted to R1,4 billion in the January—March quarter of
2012, leading to a collective estimated cash deficit of R10,0 billion in fiscal 2011/12. This was
R1,0 billion less than the cash deficit recorded in the previous fiscal year and R2,7 billion higher
than the revised cash deficit presented in the Budget Review 2012. The small improvement
in the cash deficit may be associated with prominent growth in total cash receipts, alongside
relatively slower growth in total cash expenditure.

The continued growth in municipal cash receipts was due to own revenue that amounted to
R152 billion — or 6,5 per cent higher than in the corresponding period a year earlier. Property
rates and service charges, which grew by 16,4 per cent and 19,5 per cent respectively, were the
major sources of increased municipal own revenue. During the period under review metropolitan
municipalities received a total amount of R8,6 billion from the general fuel levy — some
R1,0 billion higher than the total amount received during the preceding year.

Total expenditure by municipalities, which amounted to R232 billion, remained robust in
response to the demand for basic services and the need for infrastructure-related spending.
Purchases of bulk water and electricity alone amounted to R55,8 billion during 2011/12. Net
investment in non-financial assets amounted to R48,1 billion, representing a year-on-year rate
of increase of 17,6 per cent.

In fiscal 2011/12 extra-budgetary institutions recorded a cash deficit of R1,1 billion compared
with a cash deficit of RO,5 billion recorded in the preceding fiscal year. The financial surplus of
social security funds remained substantial but recorded a slight decrease and amounted to
R11,5 billion in the period under review.

Budget comparable analysis of national government finance

During fiscal 2011/12, government maintained its countercyclical fiscal policy stance as national
government expenditure increased strongly and amounted to R889 billion, a year-on-year rate
of increase of 13,4 per cent. The preliminary spending outcome was broadly the same as the
originally budgeted provision and was better than the slight upward revision made in the Budget
Review 2012. As a ratio of gross domestic product, national government spending amounted to
29,4 per cent compared with 28,5 per cent recorded a year earlier.

Higher national government spending was mainly driven by current payments, as well as transfers
and subsidies. The increase in current payments stemmed from higher payments by the Justice,
Crime Prevention and Security cluster, together with the Financial and Administrative Services
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cluster, mainly Stats SA. Higher current payments by Stats SA were mainly for the Census
2011, which had a total budget allocation of R1,7 billion. The Justice, Crime Prevention and
Security cluster constituted the largest share in total current payments by national government,
with the Department of Police contributing the most. Increased spending by this department
was to improve overall capacity through the employment of additional personnel to enhance
visible policing.

In fiscal 2011/12 transfers and subsidies recorded an increase of 17,1 per cent year on year,
with the Social Services cluster accounting for about half of these payments. The increase in
spending by this cluster accrued to the Departments of Education, Health, Social Development
and Transport. Transfers by the Department of Basic Education were more than double the
2010/11 level during fiscal 2011/12. Higher spending in the area of education was mostly for
school buildings in order to eradicate inappropriate infrastructure.

Strong increases in transfers and subsidies by the Department of Health were meant to support
prevention programmes through the HIV/AIDS conditional grants to provinces. Further grants to
provinces were earmarked for health infrastructure and to strengthen tertiary hospital services.
Transfers and subsidies by the Department of Social Development increased by 11,3 per cent
year on year, and accounted for 61,1 per cent of total transfers and subsidies by the Social
Services cluster. This increase resulted from higher transfer payments to households, helping
to alleviate poverty and countering the increases in the cost of living.

National government expenditure for fiscal 2011/12

Percentage change over one year

Total expenditure

Provincial equitable
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15,6
State debt cost
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subsidies 174
Current payments
0 5 10 15 20
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Payments for capital assets recorded a noticeable increase, which emanated mostly from
infrastructure spending by the Department of Police.

Interest paid on national government debt totalled R76,4 billion, or 15,4 per cent more than
in fiscal 2010/11. Higher issuances of Treasury bills, domestic and foreign government bonds
to finance the higher deficit contributed to higher interest payments. The increase in interest
payments was broadly in line with both the original and revised budgeted projections.
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Equitable share transfers to provinces were higher than the budgeted projections and increased
by 10,0 per cent year on year, aimed at extending and improving service delivery outcomes in
the health and education sectors.

For fiscal 2011/12, payments to metropolitan municipalities in terms of the general fuel levy
sharing formula amounted to R8,6 billion or an increase of 13,7 per cent year on year. Since the
inception of the revenue-sharing formula with these authorities in fiscal 2009/10, payments in
terms of this agreement increased at an average rate of 12,3 per cent per annum.

Total national government revenue amounted to R740 billion during fiscal 2011/12, representing
ayear-on-year rate of increase of 10,5 per cent. Almost all components of revenue outperformed
the originally budgeted and revised projections, not least due to the recovery in income tax
payable by companies. Revenue was originally budgeted to increase at a rate of 9,1 per cent
and total R730 billion. However, it was revised upwards in the Budget Review 2012 to amount
to R735 billion, or a year-on-year rate of increase of 9,8 per cent.

As a ratio of gross domestic product, national government revenue amounted to 24,5 per cent
in fiscal 2011/12, compared with 24,3 per cent recorded in the previous fiscal year.

Personal and corporate income tax collections
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Seasonally adjusted three-month moving averages

Better-than-expected corporate income tax receipts accounted for much of the positive
outcome in taxes on income, profits and capital gains. Provisional tax payments by the coal
mining and financial services sectors rose significantly. High dividend payments towards the
end of the fiscal year (to pay secondary tax at a rate of 10 per cent rather than the withholding
tax at a rate of 15 per cent introduced from 1 April 2012) resulted in a surge in collections of
secondary tax on companies.

Personal income tax collections were supported by higher employment, above-inflation wage
settlements in most sectors of the economy and higher bonus payouts, notwithstanding
an increase in refunds. Nevertheless, collections in this category fell short of the originally
budgeted amount.

Taxes on property continued to decling, reflecting the higher exemption thresholds on property
values from February 2011. Sluggish activity in the real-estate market also contributed to the
contraction in taxes on property.

db

Quarterly Bulletin June 2012  south African Reserve Bank

55



56

National government revenue in fiscal 2011/12

Originally budgeted Actual
Full year Full year
Revenue source
R billions Pifae:éz?e R billions P‘Zf;n”;?e

Taxes on income, profits and capital gains ......... 418,3 10,1 426,6 12,3

Income tax on individuals..................cccoeeeeniii. 254,2 11,4 251,3 10,2

Income tax on Companies...................ccccuuo.... 164,2 8,1 175,2 15,4
Payroll taXeS ......vevviiiiiiiiiieee e 9,2 5,8 10,2 17,6
Taxes ON PrOPEMY . .vvvieeeeeiiiiiieeee e i e e e 9,6 5,4 7,8 -14.1
Taxes on goods and services 273,9 9,9 263,9 5,9

Value-added tax.........cccccoveevciiiiisiiiiiiiiiac 200,9 9,4 191,0 4,1
Taxes on international trade and transactions..... 30,3 12,4 34,1 26,4
Other revenue...........ccceviieiiiiiici 10,3 -20,9 19,0 38,3
Less: SACU™ payments.......ccooveevveeeiivreeiiinnenns 21,8 21,5 21,8 21,5
Total revVeNUE .......ccoeeeeeeeeeeeieceeeeeeeeeeeeeeeeeeeee, 729,9 9,0 739,8 10,5

* Fiscal 2010/11 to fiscal 2011/12
** Southern African Customs Union

Until January 2012, taxes on goods and services increased significantly as higher consumption
expenditure boosted value-added tax (VAT) collections. Total gross VAT collections were
R34,8 bhillion higher than the previous fiscal year, recording a year-on-year increase of 12,1 per
cent during the period under review. This was driven by import VAT which grew strongly owing to
higher imports of machinery, vehicles and aircraft parts. Domestic VAT receipts only recorded a
moderate increase, influenced by higher VAT payments by especially the finance, electricity and
energy sectors. However, the higher VAT collections were offset by VAT refunds which, as a result
of increased economic activity and higher expenditure on capital equipment, rose substantially by
26,4 per cent year on year. This resulted in VAT collections falling below the initial budget.

Value-added tax collections and refunds
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High demand for imported items such as vehicles and clothing resulted in a robust year-on-
year increase in taxes on international trade and transactions. This rate of increase was higher
than both the originally budgeted and the revised increase of 19,8 per cent stated in the Budget
Review 20172. The substantial increase in “other” revenue was mainly brought about by a strong
increase in collections from mineral and petroleum royalties, which are included in non-tax
revenue as land rent. Resource rent is not classified as a tax.
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Transfers to Southern African Customs Union (SACU) partners amounted to R21,8 billion in
fiscal 2011/12. The substantial increase in SACU payments resulted from an improvement in
domestic economic activity and considerably higher imports.

After taking cash-flow adjustments into account, national government’s cash-flow revenue
equalled R741 billion in fiscal 2011/12, or R71,5 billion more than in the previous fiscal year.

Reflecting these trends in revenue and expenditure, national government recorded a preliminary
cash-book deficit before borrowing and debt repayment of R149 billion in fiscal 2011/12. This
was R34,6 billion higher than the cash-book deficit recorded in fiscal 2010/11. Following strong
revenue collectionsin December 2011, the deficit narrowed substantially. The preliminary outcome
was lower than the originally budgeted deficit of R158 billion and the revised cash-book deficit of
R156 billion as stated in the Budget Review 20172.

Cumulative deficit of national government
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l Originally budgeted deficit for fiscal 2011/12
[ Revised deficit for fiscal 2011/12: Medium Term Budget Policy Statement, October 2011

As a ratio of gross domestic product, the cash-book deficit amounted to 4,9 per cent in fiscal
2011/12, compared with 4,2 per cent in fiscal 2010/11.

The primary balance® — one of the indicators of fiscal sustainability — amounted to a deficit of 13 The deficit/
R72,5 billion, or 2,4 per cent of gross domestic product in fiscal 2011/12. This can be compared Zﬁfl‘é?uﬁﬁg'?n“tfﬁii
with a primary deficit of R48,1 billion, or 1,7 per cent as a ratio of gross domestic product in payments from total
fiscal 2010/11. 9

In fiscal 2011/12, after netting cash-flow revenue and expenditure, national government recorded
a cash-flow deficit of R145 billion, or R18,3 billion more than the deficit recorded in fiscal
2010/11. Included in extraordinary payments and receipts were mainly the losses and profits
on the Gold and Foreign Exchange Contingency Reserve Account (GFECRA). After accounting
for extraordinary transactions and the cost on revaluation of foreign debt at maturity, the net
borrowing requirement almost equalled the cash-flow deficit. This can be compared with a
borrowing requirement of R127 billion recorded in the previous fiscal year.

As reflected in the table on page 58, the bulk of the net borrowing requirement was financed
in the domestic financial market. The liquidity of the South African financial market ensured a
strong appetite for Treasury bills and government bonds. Net issues of inflation-linked bonds
amounted to R45,1 billion in fiscal 2011/12, bringing the total outstanding balance of such bonds
to R207 billion on 31 March 2012. During fiscal 2011/12, national government managed to raise
R2,7 billion from RSA Government Retail Savings Bonds, bringing the outstanding balance of
these bonds to R12,2 billion at the end of March 2012.
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National government financing in fiscal 2011/12

R billions
2011/12 2010/11
Item or instrument Originally ~ Revised
budgeted estimate' Actual Actual
DEfICIE oo 158,3 155,9 145,5 127,2°
Plus:  Extraordinary paymentS..........cccvveeiiereeiieeeiiieeennnens 0,2 0,5 1,4 0,8
Cost on revaluation of foreign debt at redemption..... 0,2 0,5 0,5 0,3
Less: Extraordinary receipts - 0,9 1,7 1,3
Net borrowing requirement ...........ccoceieeieiiieecieeeeeeees 158,6 156,0 145,6 1271
Treasury DillS.......ovuirriieee e 22,0 20,8 18,7 34,9
Domestic government bonds ..........ccceeviiiiiiieeiiieies 135,9 142,7 133,2 136,2
Foreign bonds and 10anS..........ccoveiiiiiiiiiiieii e 52 10,0 9,6 3,2
Change in available cash balances®............cccocvviiiiciiienn. -4,5 -17,6 -15,9 -47,2
Total net fINaNCING” .....coeeeeeeeeceee e 158,6 156,0 145,6 1271
1 Budget Review 2012
2 Cash-flow deficit
3 Increase — decrease +
4 Components may not add up to totals due to rounding

Domestic funding through Treasury bills attracted an average interest rate of 5,5 per cent,
while domestic long-term government bond funding was obtained at an average interest rate
of 8,3 per cent per annum. In March 2012 government redeemed the outstanding balance
of R270 million on the R205 variable rate bond. The average outstanding maturity of national
government’s domestic marketable bonds increased from 126 months to 130 months between
March 2011 and March 2012.

National government issued a new US$1,5 billion 12-year bond in January 2012 and raised
R12,0 billion at a coupon rate of 4,665 per cent. The average outstanding maturity of foreign
marketable bonds of national government decreased marginally from 94 months at the end of
March 2011 to 90 months as at 31 March 2012.

Funding activities of national government increased its available cash balances by R15,9 billion
in fiscal 2011/12, bringing these balances to a level of R195 billion at the end of March 2012.
Included in these balances, deposits with the Bank declined by R3 billion over the year to
R131 billion at the end of March 2012.

Composition of domestic government debt as at 31 March 2012

1% 1%

I Fixed-income bonds M Inflation-linked bonds
N Treasury bills H Short-term loans from the Corporation for Public Deposits
EE Retail bonds
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Domestic debt of national government accounted for 90 per cent of total gross loan debt and
increased substantially from R884 billion to R1 057 billion between March 2011 and March 2012.
This sharp acceleration in domestic debt was underpinned by higher issuances of Treasury bills
and domestic long-term bonds, which enabled the government to finance the budget deficit
quite adequately.

During the period under review, national government’s foreign debt increased from R97,9 billion
to R117 billion. This rise in foreign debt stemmed largely from the new US dollar bond issued in
January 2012, together with revaluation effects owing to the depreciation in the exchange value
of the rand against other major currencies.

Currency composition of national government foreign debt
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Total gross loan debt of national government, which includes domestic and foreign debt,
increased considerably from R982 billion on 31 March 2011 to R1 174 billion on 31 March 2012.
As a ratio of gross domestic product, total gross loan debt increased from 35,7 per cent to
38,9 per cent during the period under review.

Total gross loan debt of national government
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Statement of the Monetary Policy Committee
29 March 2012

Issued by Gill Marcus, Governor of the South African Reserve Bank, at a meeting of the
Monetary Policy Committee (MPC) in Pretoria

Since the previous meeting of the Monetary Policy Committee (MPC) the intensity of the financial
crisis in the eurozone appears to have subsided somewhat, but the very mixed signals indicate
that the crisis is not necessarily resolved. Despite the positive indications, the global outlook
remains fragile amid doubts about the strength of the United States (US) recovery, a recession
in Europe, the extent of a slowdown in China and higher international oil prices.

Domestic economic growth remains constrained, but the improved performance of the South
African economy in the fourth quarter of 2011 and some positive developments in the global
economy indicate a slightly better outlook than previously expected. The most recent inflation
outcome surprised on the downside and there has been a slight downward revision to the
inflation forecast while inflation expectations continue to be anchored around the upper end of
the inflation target band. Inflation appears to be somewhat more broad-based but in line with
our previous forecasts, and the risks to the outlook remain evenly balanced.

The year-on-year inflation rate as measured by the consumer price index (CPI) for all urban areas
was 6,1 per cent in February, down from 6,3 per cent in January. This favourable outcome was
primarily the result of a moderation in food price inflation, from 10,7 per cent to 10,1 per cent. The
categories of food, housing and utilities, and transport together accounted for 4,2 percentage
points of the inflation outcome. CPI inflation excluding food, petrol and electricity increased from
3,9 per cent in December to 4,3 per cent in January, and was unchanged in February.

Year-on-year producer price inflation has continued its moderating trend, measuring 8,9 per
cent and 8,3 per cent in January and February 2012 respectively. Agricultural price inflation
declined from 7,9 per cent in January to 4,6 per cent in February, while manufactured food price
inflation remained unchanged at 10,9 per cent.

The inflation forecast of the Bank is marginally lower than at the time of the previous meeting of
the MPC. Inflation is still expected to peak in the second quarter of 2012 but at a slightly lower
rate of 6,5 per cent and to average 6,1 per cent in the final quarter of 2012 and 5,6 per cent in
the subsequent quarter. Inflation is expected to measure 5,2 per cent by the end of the forecast
period at the end of 2013. The slightly improved inflation trajectory is mainly a result of a less
depreciated exchange rate assumption. Following the change in the electricity tariffs by the
National Energy Regulator of South Africa (NERSA), the electricity price assumption has been
reduced from 17,3 per cent to 12,0 per cent. Given the low weight of electricity in the CPI basket,
the impact on the forecast was marginal.

The forecast for core inflation, as measured by headline inflation excluding food, electricity
and petrol, continues to show an upward trend, reflecting possibly more broad-based inflation
pressures and base effects. This measure is expected to peak at an average of 5,4 per cent in
the final quarter of 2012, which is marginally lower than in the previous forecast.

Inflation expectations, as reflected in the Survey of Inflation Expectations conducted by the
Bureau for Economic Research (BER) at Stellenbosch University during the first quarter of 2012,
appear to have remained relatively anchored around the upper end of the inflation target range.
Respondents expect inflation to average 6,1 per cent in both 2012 and 2013, and 6,0 per cent in
2014. Compared with the previous survey, the forecast for 2012 is unchanged, while that for 2013
is up by 0,1 percentage point. Business executives are the most pessimistic, with expectations
of 6,5 per cent for both 2013 and 2014. The expectations of financial analysts are marginally
higher than those reflected in the latest Reuters survey of market analysts, which shows expected
inflation to average 6,2 per cent in 2012 and 5,7 per cent in the following two years.

The immediate threat to the global economy posed by the European sovereign debt crisis
appears to have subsided somewhat, but significant risks remain. Market signals in respect
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of what progress is being made with the resolution of the crisis are mixed, but spreads on
sovereign debt of the affected European economies have narrowed significantly, partly as a
result of the Greek debt swap, and liquidity provision by the ECB, which has been directed in
part to increased purchases of sovereign debt by banks. Despite these positive developments,
the eurozone economy is still expected to experience a recession 2012 in the face of widespread
fiscal austerity and tight bank lending conditions. Continued deleveraging by banks is a
considerable risk, given potential spillover effects.

The US economy shows signs of improvement but the economy still has a negative output gap
and there are some doubts about the sustainability of this growth performance. The Chinese
economy has shown signs of slowing, but a hard landing is not generally expected. Emerging-
market growth generally is also more subdued, and the policy tightening that had been a feature
of many of these economies earlier in 2011 has either stopped or been reversed.

Global inflation appears to be broadly contained amid slowing growth and declining food price
trends. However, international oil price developments, driven mainly by geopolitical factors, are
posing an increasing risk not only to inflation, but also to the growth outlook.

Since the previous meeting of the MPC, the rand has appreciated in line with declining risk
aversion in global financial markets. The volatility of the rand has also moderated, with the
rand fluctuating in a range of between R7,45 and R7,78 to the US dollar since the beginning of
February. Since the beginning of the year, the rand has appreciated by 5,0 per cent against the
US dollar, by 2,3 per cent against the euro, and by 4,8 per cent on a trade-weighted basis. The
Reuters poll in February reflects an expectation that the rand will continue to trade at around
current levels for the rest of the year. However, the currency is expected to remain sensitive to
changes in global investor sentiment.

The pattern of portfolio flows to South Africa has persisted, with non-residents being net buyers
of bonds and net sellers of equities despite a resumption of net flows into emerging equity
markets in general. Since the beginning of the year, non-residents’ net purchases of bonds have
totalled R17,5 billion, while net sales of equities have totalled R6,0 billion.

The domestic economic outlook appears slightly more favourable against the backdrop of a
more positive global outlook. In 2011 an annual real growth rate of 3,1 per cent was recorded,
following a fourth quarter growth rate of 3,2 per cent. The latter was driven mainly by positive
contributions from the manufacturing and mining sectors, partly reflecting some normalisation
following the impact on the third quarter growth performance of industrial action and other
disruptions. The Bank’s gross domestic product (GDP) growth forecast was revised marginally
upwards to 3,0 per cent in 2012, compared with 2,8 per cent in the previous forecast, mainly
as a result of a slightly more favourable global outlook, which remains uncertain. The growth
forecast for 2013 has increased from 3,8 per cent to 3,9 per cent. This moderately improved
outlook is consistent with the increase in the Rand Merchant Bank/BER Business Confidence
Index in the first quarter of 2012 to above the neutral level of 50, as well as the positive trend
observed in the Bank’s composite leading indicator. Nevertheless, the expected growth rates
remain disappointing and still imply a persistence of the negative output gap.

Notwithstanding the improved forecast, the outlook for the mining sector continues to disappoint
with an annualised growth rate of 0,7 per cent in the final quarter of last year. In January 2012
mining output contracted at a month-on-month rate of 4,6 per cent, and output in February is
expected to have been negatively impacted by industrial action, maintenance shut-downs and
electricity supply constraints.

More positively, the recovery in the manufacturing sector is expected to continue. The physical
volume of manufacturing output increased by 1,2 per cent on a month-on-month basis in January;,
while the Kagiso/BER Purchasing Managers Index increased significantly from 53,2 index points
in January to 57,9 index points in February, its highest level since February 2010. Nevertheless, the
sector is still characterised by excess capacity, which is likely to constrain investment in this sector.

Trends in gross fixed capital formation are also encouraging, with an annualised growth rate
of 7,2 per cent in the fourth quarter of 2011, and 4,4 per cent for the year. Nevertheless, the
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ratio of gross fixed capital formation to GDP at 18,9 per cent, is still significantly below the
peak of 24,6 per cent reached in the final quarter of 2008. The renewed focus by government
on infrastructure expenditure and successful implementation should underpin fixed capital
formation, and also give a boost to the domestic construction sector which remains under
pressure. There are concerns, however, that continued underspending on infrastructure by
provincial and local governments, as well as possible electricity supply constraints, could retard
these developments.

Formal-sector employment growth was relatively low in the fourth quarter of 2011. According to
the Quarterly Employment Statistics (QES) of Statistics South Africa, formal sector employment
grew at a quarter-on-quarter rate of 0,3 per cent but, on a seasonally adjusted basis, the growth
was in fact slightly negative, and by 1,6 per cent over four quarters, amounting to 130 000
employees. Formal-sector employment will have to grow by a further 131 000 to reach the levels
achieved in 2008 before the crisis.

Household consumption expenditure remained robust in the final quarter of 2011 when it grew
at an annualised rate of 4,6 per cent, compared with 3,8 per cent in the previous quarter, and
by 5,0 per cent for the year. This category was the largest contributor to GDP growth in 2011.
The increased pace of spending, particularly on durable goods, was consistent with a further
increase in disposable income of households, positive wealth effects and a low interest rate
environment.

At these growth rates, consumption is not expected to pose a significant risk to inflation, and
there are some indications that consumption expenditure growth may have peaked following the
0,6 per cent contraction in retail sales growth in January and a moderation in new vehicle sales
growth in February. The First National Bank/BER Consumer Confidence Index also remained
unchanged at a relatively neutral level in the first quarter of 2012.

There has been a gradual increase in the growth of credit extension in recent months, reflecting
in part the increase in consumption expenditure. Having fluctuated around 6 per cent for much
of 2011, 12-month growth in total loans and advances to the private sector increased to 7,4 per
cent in December 2011 and 7,3 per cent in January 2012. Growth in mortgage advances has
remained subdued at 2,4 per cent in January, with the main driver coming from the category
of “other loans and advances”. All the components of this category showed strong 12-month
growth in January: credit card advances increased by 11,1 per cent (a three-and-a-half-year
high); bank overdrafts by 14,5 per cent, having experienced negative growth between January
2009 and March 2011; and general loans which moderated slightly to 15,5 per cent in January
from 17,6 per cent in December.

The last-mentioned category is mainly made up off unsecured lending, where loans to
households continue to grow at rates of around 30 per cent. While this is still a relatively small
proportion of total loans and advances, it appears to be an increasingly important source
of funding of consumer credit. At this stage it is not translating into excessive consumption
expenditure, but this trend towards unsecured lending is being carefully examined to ensure a
better understanding of what constitutes this lending.

Despite the resulting higher household indebtedness, the ratio of household debt to disposable
income declined further to 74,6 per cent in the final quarter of 2011, compared with the peak
of 82,7 per cent in the first quarter of 2008. The household debt-service-costs-to-disposable
income are at levels well below their long-term average.

The recent national government budget tabled before parliament indicates a moderately tighter
fiscal policy stance compared with that in the October 2011 Medium Term Budget Policy
Statement (MTBPS), and the commitment to medium-term fiscal consolidation remains. The
fiscal deficit as a percentage of GDP is now budgeted to be 4,6 per cent in the 2012/13 fiscal
year, compared with 5,2 per cent in the MTBPS, and to decline to 3,0 per cent by 2014/15. The
government gross debt: GDP ratio is expected to peak at 42,4 per cent in 2014/15 (and the net
debt: GDP ratio at 38,5 per cent), which is much lower than the international benchmark for
debt sustainability of around 60 per cent.
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Cost—push pressures remain the main drivers of inflation, but there have been some favourable
developments with respect to administered prices. NERSA accepted Eskom’s proposal for an
average electricity tariff increase of 16 per cent for the 12 months beginning 1 April compared
with the previous approved increase of 25,9 per cent. The guidelines for municipal tariff
increases is 11,03 per cent compared with 16,6 per cent previously. Nevertheless, nearly all
administered price increases remain in excess of the upper end of the target range, apart from
communications and television licences.

Wage settlements on average remain in excess of inflation. According to Andrew Levy
Employment Publications, the average wage settlement rate in collective bargaining agreements
declined to 7,7 per cent in 2011. Growth in nominal remuneration per worker declined from
8,8 per cent in the year to the third quarter of 2011, to 6,0 per cent in the fourth quarter. Unit
labour costs declined from 8,4 per cent to 5,0 per cent over this period.

Oil prices remain a risk to the outlook and have increased by around US$15 per barrel since the
previous meeting, mainly as a result of increased geopolitical risk. While an escalation of these
risks could cause further upward pressures, oil price increases are likely to be constrained by
the fact that higher oil prices could derail the global recovery and therefore reduce demand.
Domestic petrol prices have been impacted by these global developments. In the past two
months, petrol prices have increased by 62 cents per litre, but would have been significantly
higher were it not for the more appreciated exchange rate. A further sizeable increase is
expected in April, which will include a 28 cent per litre increase in the fuel levy.

Food prices remain an important determinant of inflation, and as noted earlier, were the main
contributors to the downward movement of CPI inflation in March. Some further moderation,
partly a result of base effects, may be expected over the coming months. Global food price
indices were declining consistently in 2011, but there has been some reversal of this trend in
January and February. Nevertheless, global food prices remain well below the levels reached
in the first few months of 2011. The impact of these developments on domestic prices will also
depend on the rand exchange rate and local harvests. There has been some moderation in
domestic grain price increases, following sharp increases in maize prices in the second half of
2011. We therefore could see a further moderation in food price inflation in the coming months,
but the longer-term outlook is uncertain.

The MPC is of the view that while the main pressures on inflation are of a cost—push nature, there
is some evidence that these pressures may be becoming more broad-based. However, these
developments are in line with our previous forecasts and are expected to remain contained by
the relatively subdued state of the domestic economy. Although at this stage the committee
assesses the risks to the inflation outlook to be fairly evenly balanced, greater vigilance will be
required going forward.

The main upside risk to inflation is seen to emanate from global oil prices, and while food price
inflation is expected to moderate in the short run, the longer-term risks remain. The exchange
rate is, as always, highly uncertain, but the risk posed to inflation in recent months has subsided
somewhat, given the less-volatile, albeit uncertain, global environment.

Domestic economic growth is expected to remain below potential. In the light of this and the
expected medium-term inflation trajectory, the committee is of the view that at this stage the
current stance of monetary policy is appropriate to support the real economy while at the same
time maintaining its commitment to achieve the inflation target over the medium term. The MPC
has therefore decided to keep the repurchase rate unchanged at 5,5 per cent per annum.
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Statement of the Monetary Policy Committee
24 May 2012

Issued by Gill Marcus, Governor of the South African Reserve Bank, at a meeting of the
Monetary Policy Committee (MPC) in Pretoria

Since the previous meeting of the Monetary Policy Committee (MPC) the risks posed to
the global and domestic economy from the crisis in Europe have intensified. The mounting
speculation about a possible Greek exit from the eurozone has shaken financial markets, as the
dangers of contagion effects translating into a global crisis escalate. These developments have
the potential to undermine the fragile recovery in the advanced economies further, and reinforce
the current slowdown seen in some of the major emerging-market economies.

The global uncertainties impart a downside risk to the domestic economic growth outlook
which remains relatively subdued. The turbulence in the financial markets has caused the rand
to depreciate, but the associated risk to the inflation outlook is offset to some extent by the
lower international oil prices and depends on how sustained the depreciation will be. Inflation is,
nevertheless, expected to remain within the target range over the medium term.

The year-on-year inflation rate as measured by the consumer price index (CPI) for all urban areas
was 6,1 per cent in April, up from 6,0 per cent in March. The increase relative to March was mainly
due to the 71 cent per litre increase in the petrol price in April, which includes the higher levies
that were announced in the budget. The categories of food, housing and utilities, and transport
together accounted for 4,2 percentage points of the inflation outcome. Core inflation, as measured
by the exclusion of food, petrol and electricity from CPI, increased from 4,4 per cent in March to
4,5 per cent in April. Food price inflation reversed the downward trend observed since December
2011, and increased from 8,9 per cent in March to 9,1 per cent in April. This was in line with
expectations, and a resumption in the downward trend is expected in May.

Year-on-year producer price inflation moderated further, measuring 8,3 per cent and 7,2 per cent
in February and March 2012 respectively. Food inflation continued to decline, particularly at the
agricultural level. Agricultural price inflation, which reached a recent peak of 12,9 per cent in
October 2011, declined from 4,6 per cent in February 2012 to 4,1 per cent in March. Manufactured
food price inflation declined from 10,9 per cent to 9,6 per cent over the same period.

The inflation forecast of the Bank is lower over the near term than at the time of the previous
meeting of the MPC. Inflation is seen to have peaked in the first quarter of 2012 at 6,1 per cent
compared with the previous forecast when a peak of 6,5 per cent in the second quarter was
anticipated. Inflation is expected to average 6,0 per cent in the second quarter of 2012 and
thereafter to follow a gradually declining trend within the target range. The forecast period has
been extended to the end of 2014, and inflation is expected to average 6,0 per cent in 2012,
5,5 per cent in 2013, 5,0 per cent in 2014, and 4,7 per cent in the final quarter of that year. The
improved near-term forecast is due to lower-than-expected recent inflation outcomes, which
lowered the starting point of the new forecast.

The forecast for core inflation continues to show a moderate upward trend in the short to medium
term. This measure is expected to peak at an average of 5,5 per cent in the second quarter of
2013, marginally higher than in the previous forecast, before moderating, and averaging, 4,5 per
cent in the final quarter of 2014.

The survey of financial analysts conducted by Reuters in April also indicated an expectation
of lower inflation compared with the March survey. Analysts expect inflation to return to within
the CPI target range in the final quarter of 2012, and to average 5,5 per cent in the subsequent
two years.

Global economic prospects continue to cloud the domestic outlook. The stabilising impact of
earlier European Central Bank interventions, particularly the Long Term Refinancing Operations
(LTRO), appears to be losing momentum, and their positive impact on spreads on some
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peripheral European country debt proved to be short-lived. These spreads have risen to levels
similar to those prevailing before the first LTRO in November. Uncertainties posed by, and
the ramifications of, a possible Greek exit from the eurozone have resulted in heightened risk
aversion in financial markets. Volatility is likely to persist unless decisive political decisions are
taken. However, the fluid political dynamics in the region have increased the unpredictability
of policy responses. Growth in the eurozone remains weak, with a technical recession being
avoided because of a stronger-than-expected outcome in Germany. However, almost half of
the European Union countries are experiencing recessions against the backdrop of continued
bank deleveraging, banking stress in some countries, fiscal consolidation, and high and rising
unemployment.

The current turmoil in Europe poses a danger to global prospects generally, along with high oil
prices. The United Kingdom economy is in recession and growth in the United States (US) and
Japan has also moderated. Although growth in the US is expected to remain positive for the
rest of this year, the risks to the outlook come mainly from a possible sharp fiscal adjustment at
the beginning of next year.

Growth in emerging markets remains positive, but some loss of momentum has been observed.
The Chinese Purchasing Managers’ Index (PMI) declined further in May, and downside risks to
growth are likely in emerging markets in the event of an unfavourable and disorderly eurozone
outcome. Growth in sub-Saharan Africa continues to be robust, but could be negatively
affected by weaker commodity prices. World inflation remains relatively contained despite high
international oil prices.

Movements in the rand exchange rate continued to be dominated by changing investor sentiment
in international financial markets. Since the previous MPC meeting, rand volatility increased and
it appreciated to a level of R7,65 against the US dollar before resuming a depreciating trend. The
exchange rate was given some impetus by the announcement in April of the possible inclusion
of the rand in the Citibank World Global Bond Index. However, renewed concerns about the
eurozone outlook caused the rand to depreciate further, in tandem with the weakening euro,
reaching a level of around R8,40 against the US dollar. This was despite net purchases of bonds
and equities by non-residents over that period. Since the previous meeting of the MPC, non-
residents have been net purchasers of bonds and equities to the value of R16,4 billion. Over the
same period, the rand has depreciated by 9 per cent against the US dollar, by 3 per cent against
the euro and by 6,2 per cent on a trade-weighted basis.

The extent to which the rand depreciation feeds into the inflation outlook depends on the extent
and duration of the moves. This, in turn, is likely to be highly dependent on the timing and
nature of the developments in the eurozone, and therefore a protracted period of exchange
rate volatility is possible. In the absence of a speedy resolution to the crisis, the rand is likely
to remain at current levels or even weaken further in the event of a disorderly unravelling of
the eurozone crisis. Under such circumstances, the unfavourable impact on inflation could be
ameliorated to some extent by offsetting movements in international oil prices. However, the
exchange rate has re-emerged as an upside risk to the inflation outlook.

The deteriorating global outlook poses a downside risk to domestic growth. The Bank’s central
forecast for gross domestic product (GDP) growth has more or less remained unchanged since
the previous meeting of the MPC at 2,9 per cent for 2012, and 3,9 per cent for 2013. Growth is
expected to average 4,1 per cent in 2014. The output gap (around 3,5 per cent) is only expected
to begin to contract in the course of 2013. However, the possible contagion effects from a further
slowdown in Europe will impact on domestic growth through the trade channel, imparting a
downside risk to this forecast. The Bank’s composite leading business cycle indicator has been
increasing slowly, consistent with the uncertain economic environment.

Recent developments underscore the continued fragile and uneven nature of the recovery.
Mining output contracted at a seasonally adjusted rate of 5,5 per cent in the first quarter of this
year, a result of strike action, safety-related stoppages and temporary closures for maintenance.
Commodity prices are expected to remain under pressure due to global uncertainties.
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The performance of the manufacturing sector has been more positive, with the physical volume
of manufacturing production having increased at a seasonally adjusted rate of 1,9 per cent in
the first quarter of 2012, and is therefore expected to make a strong contribution to first-quarter
GDP growth. However, manufacturing production contracted on both a year-on-year basis
(-2,7 per cent) and a month-on-month basis (-4,3 per cent) in March. The Kagiso PMI reflects
the slowing momentum in the sector: having increased markedly in February to 57,9, it declined
in the subsequent two months, but at 53,7 in April still indicates positive growth in the sector.
The utilisation of production capacity in manufacturing increased marginally to 80,5 per cent in
the first quarter of 2012 from 80,1 per cent in the previous quarter.

The construction sector reflects the hesitant recovery in the economy. While the sectoral growth
performance appears to have improved, particularly with respect to civil construction in the first
quarter of 2012, the real value of building plans passed declined for the third successive month
in March, reversing the recent positive trend. The three-month-on-three-month decline was
10,2 per cent, while the year-on-year decline was 24,2 per cent.

Consumption expenditure by households, which was the main driver of growth in 2011, has
shown some signs of moderation. Real retail sales contracted at a quarter-to-quarter rate of
1,2 per cent in the first quarter of 2012, although the year-on-year increase was 6,8 per cent.
Nevertheless, household consumption expenditure is still expected to contribute positively to
GDP expenditure in the first quarter, albeit at a slower rate than the annualised 4,6 per cent
measured in the final quarter of 2011. New vehicle sales growth remains positive, although the
short-term momentum has slowed notably in recent months. Motor vehicle exports are also
being adversely affected by the weakness in the eurozone economy.

The outlook for consumption expenditure will be determined in part by employment and
wage settlement trends, and by credit extension. These developments are likely to underpin
expenditure at sustainable levels. According to the Quarterly Labour Force Survey of Statistics
South Africa, the number of people employed increased by 304 000 from the first quarter of
2011 to the first quarter of 2012, despite the unemployment rate increasing from 25,0 per cent
to 25,2 per cent over the same period.

According to Andrew Levy Employment Publications, the overall average wage settlement rate
in collective bargaining agreements was 7,3 per cent in the first quarter of 2012. The outlook for
wage growth is likely to be impacted to a significant degree by the outcome of the public-sector
wage negotiations.

Credit extension to the private sector has accelerated recently despite subdued mortgage
lending. Twelve-month growth in total loans and advances by banks to the private sector
measured 9,2 per cent in March 2012, the highest growth rate since February 2009. This was
mainly underpinned by growth in the category of other loans and advances, which was driven
initially by household sector demand. However, in the first three months of 2012 corporate-
sector demand has been more significant, possibly reflecting improved business activity.
Twelve-month growth in total loans and advances to households measured 6,8 per cent in
March. This includes the growth in the largely unsecured general loans to households. Growth
in this category moderated to a still-high 29,4 per cent, from a peak of 39,3 per cent in June
2011. However, notwithstanding the need to monitor carefully developments with respect to
unsecured lending, there are no signs of stress in the banking sector. Impaired advances as a
percentage of gross loans and advances have declined steadily from 5,8 per cent in March 2011
to 4,6 per cent in March 2012.

International crude oil prices have moderated in recent weeks in line with the deteriorating
global outlook and a significant increase in Saudi Arabian production. Having traded at around
US$125 per barrel since mid-February, the price of Brent crude oil declined in mid-April to
below US$110 per barrel. The domestic petrol price increased by a cumulative 99 cents per litre
in April and May. However, a sizeable reduction is expected in June, despite partially offsetting
exchange rate movements.

&b

South African Reserve Bank  Quarterly Bulletin June 2012



Food prices have continued their moderating trend, which is expected to continue in the short
term notwithstanding the reversal in April that was due to base effects. Domestic maize prices
are substantially lower than those prevailing at the beginning of the year and have reverted to
trading close to export parity levels. However, global food prices have increased in the first
quarter of this year, and although they remain well below the levels reached in 2011, may indicate
further food price pressures in the medium term.

Administered price increases, on average, remain in excess of the upper end of the target
range and are the main factor keeping upside pressure on inflation. Administered price inflation
measured 11,6 per cent in April, and 8,9 per cent when excluding petrol. The main drivers
included the 17,3 per cent increase in electricity prices and the 9,0 per cent increase in education
costs. Communication costs, by contrast, continued to decline.

The greater uncertainty in Europe and associated global financial market turbulence have
impacted on the perceived risks to the outlook for both domestic inflation and growth. The
MPC is of the view that these developments pose a downside risk to the hesitant domestic
growth prospects.

The balance of risks to the inflation outlook is less clear. While the inflation forecast appears to
be more favourable, there are renewed upside risks from a possible further weakening of the
exchange rate. However, countervailing pressures could come from weaker demand and lower
commodity prices, particularly those of oil. On balance, the committee judges these risks to the
inflation outlook to be somewhat on the upside.

In this highly volatile and uncertain environment the MPC is of the view that it is appropriate
to maintain the current accommodative monetary policy stance, given the continued absence
of clear signs of excess demand pressures. The MPC has therefore decided to keep the
repurchase rate unchanged at 5,5 per cent per annum. However the committee will continue
to monitor events closely and assess the risks to the outlook on an ongoing basis, and stands
ready to act in either direction should it be deemed appropriate.
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Note on the flow of funds in South Africa’s
national financial account for the year 2011

by C Monyela and Z Nhleko'

Introduction

This note presents a review of the latest national financial accounts’ movement of funds across the
main sectors of the economy and the utilisation of such funds at a transaction level. The quarterly
accounts for 2011 are appended to this note, whereas the annual summary appears on pages
S-44 1o S-45 of this issue of the Quarterly Bulletin.

Total flow of funds in South Africa increased further in 2011 along with the somewhat improved
domestic economic conditions. The analysis shows that while there was an increase in the level of
funds circulating in the domestic economy, non-resident economic units also injected funds into
the economy through various financial instruments.

Sectoral financing balances

Spending on capital projects rose further in 2011, with gross capital formation in South Africa
increasing by 13 per cent from 2010 levels. Although capital expansion was widespread, the
corporate business sector played a leading role as it contributed 73 per cent of the total gross
capital formation. The corporate business sector’s share of gross capital formation represented
14 per cent of gross domestic product, while its gross saving amounted to 13 per cent of gross
domestic product. With the value of the capital expansion activity in excess of the combined
value of the domestic sectors’ gross saving, an amount equivalent to the balance of payments’
current-account deficit had to be borrowed from the foreign sector to finance the shortfall. The
saving and investment balances of the economy’s main sectors for 2010 and 2011 are depicted
in Table 1 below.

Table 1 Financing balances,"? 2010 and 2011

R milions  Surplus units (+)/deficit units (-)

2010 2011
Gross  Net lending Gross  Net lending
Gross capital (+)/net Gross capital (+)/net

saving formation borrowing (-) saving formation borrowing (-)

Foreign sector® ........cccovveviiiiiecin, 74 733 - 74 733 98 544 - 98 544
Financial intermediaries.............c........ 76 094 20 477 55617 84674 15 339 69 335
General government...........cccoeeveeneen. -79 591 79 225 -168 816 -72 087 82 840 -154 927
Non-financial business enterprises

PUDBIC ..o 80 153 128 699 -48 545 60186 130 281 -70 095

Private ......coooviiiiii 308 523 233912 74610 335566 298 664 36 902
Households* 57 097 54 696 2 401 78072 57 831 20 241
Total oo 517 009 517 009 - 584955 584955 -

1. Gross saving plus net capital transfers less gross capital formation. Gross capital formation consists of fixed capital formation
and changes in inventories, before providing for consumption (depreciation) of fixed capital.

2. A positive amount reflects a net lending position and, by implication, the net acquisition of financial assets, whereas
a negative amount reflects a net borrowing position and, by implication, the net incurrence of financial liabilities.

3. A positive amount reflects a surplus for the rest of the world and is therefore a deficit on South Africa’s current account.
A negative amount would represent a deficit for the rest of the world and a surplus on South Africa’s current account.

4. Including unincorporated business enterprises and non-profit institutions serving households.

Within the domestic economy, the general government sector continued to report a deficit,
albeit slightly less than in 2010, as domestic economic activity required more fiscal support.
Financial intermediaries stepped up net lending as they recorded a surplus position of
R69 billion — R14 billion more than in 2010.
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The inter-sectoral diagram below depicts financial interrelations among the main domestic
sectors of the economy and the rest of the world. The foreign sector’s net lending position
of R99 billion reflected a domestic financing shortfall of the same magnitude in 2011. Non-
residents’ funds amounting to R163 billion were absorbed by the non-financial business sector.
However, non-residents received funds amounting to R92 billion from financial intermediaries.
The net lending position recorded by financial intermediaries enabled them to finance
R56 billion of the non-financial business enterprises’ shortfall, bringing it to R33 billion. The
general government sector received funds amounting to R157 billion from the non-financial
business enterprises.

Figure 1 Net inter-sectoral flows of funds, 2011
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Note:  Numbers may not balance perfectly due to rounding. The numbers inside the boxes represent the net
lending (+) or borrowing (-) positions of the sectors, and those outside the boxes illustrate inter-sectoral
flow of funds and the direction of flows. To calculate the net lending or borrowing position of each sector,
inflows are treated as negatives and outflows as positives

In 2011 economic agents exhibited preference for cash and deposits, as well as fixed-
interest securities relative to other financial instruments, as depicted in Table 2. Although such
preference does not reveal much about its demand- or supply-side origin, it shows the evolution
of risk tolerance among agents. Credit extension was third in the rank as a preferred financial
instrument, in line with stricter lending criteria and a fragile demand for mortgage funds. The
latter’s persistence could hamper economic activity.

Table 2 Flow of funds: Usage of main financial instruments,” 2011

Percentage of total flows

2010 2011
Cash and dEPOSIES .....uvvviiiiieciiii e 22 25
Credit @XIENSION ......viiiiiii e 13 14
Fixed-INterest SECUMEIES .......ueiiiiieiiiie e 14 15
OrdiNary SNAIES .......ucoiuiiiiiiii it 5 1

* Values do not sum to 100 as only the main instruments are covered
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Sectoral analysis

Depending on their financing positions, economic units embark on intermediation as informed
by the perceived risk and return profiles of financial instruments. Below is a brief review of the
individual sectors’ usage of various financial instruments to meet their borrowing and investment
requirements in 2011.

Foreign sector

Domestic economic units received funds from non-resident units to finance their excess
spending in 2011. Through a mix of financial products, gross domestic saving was augmented
by no less than R99 billion — 31 per cent higher than the R75 billion recorded in 2010. Funds were
mainly extended through the acquisition of domestic bonds, long-term loans and other assets,
which resulted in net financial assets acquisition of R175 billion by non-residents. Domestic units
increased their foreign assets and acquired R33 billion’s worth of gold and foreign reserves,
R40 billion in equity and R63 billion in other bills. The prudent domestic economic and financial
environment provides non-residents with a favourable investment destination, especially as the
sovereign debt problems in the euro area proved difficult to stem.

Non-residents’ net financial asset acquisition (4-quarter moving average)
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30 —
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Financial intermediaries

At the centre of the flow of funds system lies the financial intermediaries sector, which comprises
banks and non-bank financial institutions. These intermediaries channel funds to sectors where
such funds are most needed.

While bank loans and advances recorded a modest recovery in 2011, intermediation through
fixed-interest securities remained elevated and continued to surpass the loans and advances
category. Investment in fixed-interest securities grew by R226 billion while total loans and
advances recorded an increase of R181 billion. As a share of total financial intermediaries’
flows, the fixed-interest asset portfolio represented 30 per cent in 2011 and total loans and
advances accounted for 24 per cent. Within the total loans and advances category, mortgage
lending was particularly subdued in 2011, whereas “other” loans and advances, which includes
unsecured lending, rose briskly over the period. The gold and foreign-exchange reserves held
by the monetary authority increased by R27 billion in 2010 and by R33 billion in 2011 as the
central bank utilised available opportunities to build the country’s reserves.
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Financial intermediaries’ asset portfolio flows (4-quarter moving average)
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The funding activity of financial intermediaries was concentrated in deposits received amounting
to R457 billion and contractual savings of R85 billion, thus bringing the sector’s flows to
R766 billion or 41 per cent of the total flows in the economy. The bulk of these deposits were
received from the Public Investment Corporation, private corporate businesses and households.
Over the past year intermediaries displayed a preference for a shorter lending duration while
also holding more bonds. These trends were associated with risk-return considerations, as the
returns on mortgage lending remained muted, alongside the strong supply of bonds emanating
from the public sector.

General government

The general government sector’s deficit position amounted to R155 billion in 2011 as spending
commitments continued to surpass revenue collections. This was slightly less than the
deficit of R159 billion recorded in 2010. The 2011 shortfall resulted from, among other things,
higher personnel costs, capital spending and transfers to households. Government closed
the financing shortfall by issuing bonds amounting to R149 billion and Treasury bills worth
R26 billion in the domestic market, and by taking up loans amounting to R9 billion. The bulk
of the issued government paper was absorbed by non-bank financial intermediaries while the
Treasury bills were predominantly acquired by banks. Non-residents also acquired a sizeable
part of the long-term government bonds to an amount of R31 billion in 2011.

General government funding

R billions
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Net lending/borrowing
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Corporate business enterprises

During 2011 the capital spending of non-financial corporate businesses amounted to
R429 billion. Private non-financial corporate businesses played a key role as they accounted
for R299 billion of this gross capital formation. As a share of the economy’s total gross capital
formation, private businesses’ capital formation activity accounted for 51 per cent in 2011. The
capital expansion was largely financed through retained earnings and the incurrence of loans
and use of trade credit. Over the same period, private businesses increased their cash and
deposit holdings by R45 billion.

Following brisk capital spending activity in 2010, public non-financial corporate businesses
continued with infrastructural expansion in 2011 to an amount of R130 billion. Among the major
capital projects funded were the Medupi and Kusile power stations, the multi-products pipeline,
improvement of airport runways and taxiways and upgrading of roads. Public enterprises
incurred a financing deficit of R70 billion in 2011, which was financed through the issuance of
bills and bonds, and by taking up long-term loans.

This capital expansion is necessary as South Africa continues to seek ways to unlock
supply-side bottlenecks and to increase the scope for future economic growth and
employment creation.

Gross capital formation

R billions
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60 |—
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Households

The household sector recorded a modest financial surplus of R20 billion in 2011, and
simultaneously increased its deposit holdings and interest in retirement and life funds. At the
same time, the sector increased its incurrence of “other” loans and advances by R66 billion
as unsecured borrowing and the use of instalment sale finance continued. By contrast, the
sector’'s mortgage borrowing slowed due to, among other things, the subdued state of the

|
|
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market for fixed property and a greater preference partly to finance property acquisition and
home improvements through borrowing in other forms than mortgage finance. Households
continued to be cautious in their incurrence of liabilities, as evidenced by a further decline of the
household debt-to-disposable income ratio in 2011.

Household borrowing by type of loan
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Summary and conclusion

The aggregate flow of funds in the South African economy increased in 2011 as economic
activity continued to expand. Economic units participated with caution amid continued global
economic fragilities. Lending institutions demonstrated a greater preference for shorter-term
and fixed-interest instruments in their lending patterns.

The analysis of South Africa’s national financial accounts for the year 2011 highlights the
following:

— In spite of tough global funding conditions, foreign-sector inflows continued to supplement
domestic saving in financing capital formation

— Capital formation, especially by non-financial business enterprises, expanded

— Financial intermediation took place mainly through deposits, non-mortgage loans and fixed-
interest securities

— The household sector’s interest in retirement and life funds increased
— The gold and foreign currency holdings of the monetary authority continued to increase
— General government’s deficit narrowed slightly over the period.
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National financial account
Flow of funds for the first quarter 20111

R millions
Financial intermediaries
Sectors
Public Insurers and Other
Foreign Monetary Other monetary Investment retirement financial
sector authority institutions? Corporation3 funds institutions
Transaction items S U S U S U S U S U S U

1. NEt SAVING? ..o 21 351 261 9987 2883 2682

2. Consumption of fixed capital®....................... 7 1968 61 163

3. Capital transfers ......cccovveviiciiiiieieeiieeen 32 91

4. Gross capital formation?..............c.cccocvcvevennnn 20 2175 1015 467

5. Net lending (+)/net borrowing (-) (S) ...cvevvereene 21 292 248 9780 1929 2378

6. Net financial investment (+) or (=) (U) ......ccv... 21 292 248 9780 1929 2378

7. Netincurrence of financial liabilities

(TOtal S 9 = 32) i 32 585 46 223 -8 959 23925 39 859 16 691
8. Net acquisition of financial assets
(Total U9 -32).... 53 877 46 471 821 23 925 41788 19 069

9. Gold and other foreign reserves .................... 32 189 32189
10. Cash and demand monetary® deposits ......... -2 057 | 36497 -231 -8 663 1763 -8 220 3707 34 383
11, Short/medium-term monetary® deposits ....... 4677 54 =231 | -11 749 -13474 -2 802 -37 252
12. Long-term monetary® deposits .................... 776 | -1251 -92 30784 5848 2 055 16 816
18. Deposits with other financial institutions......... -118 1 1 501 1919 567 | 20510 -118
14. Deposits with other institutions ...................... -39 873 -39148 | 23925 7919 7919 | 20625 5893
15, Treasury Dills ......cccovviiiiiiiiiiic -471 -3515 526 523
16, Other DillS ......ccovviciiiieiieec s 16 586 -208 9234 1153 7 849 8 650 134 689 3316
17. Bank loans and advances...............ccccceeeene -2 134 2 639 2 850 2834 | 28678 103 1706
18. Trade credit and short-term loans ................. 3945 648 10832 12 | -16 187 | -12 661 3280 6860 | -17 172 483
19. Short-term government bonds ..............ccv.e -231 12476 -5 7 430 -15 345
20. Long-term government bonds..............c..c.e.. 7 877 -8 492 19 074 -14 591 -1797
21. Non-marketable government bonds® ............ -385 -6 103 -3
22. Securities of local governments -255 1119 -1 -589
28. Securities of public enterprises 422 | 22078 | -4538 -4 587 2401 -8 931 -8 894 381
24. Other loan stock and preference shares ........ 9127 5024 -4 4089 | 12082 -545 170 2 390 476 | -6959
25. Ordinary Shares .........ccocevevevveeeeieceiearieeiens 26 048 2128 2438 -380 -9 470 644 | -10 405 10 578
26. Foreign branch/head office balances..............
27. Long-term loans..........ccccovviiiininiiinis 1153 5109 | 10911 -511 -45 7 530 2503 5177
28. Mortgage 10ans .........coveeieiiiieiec e -378 -199 450 -185 451
29. Interest in retirement and life funds” .............. 88 15 19 406
30. Amounts receivable/payable......................... -11482 | -7320 -277 -3 | -16123 9456 -328 2912 | 16088 | 16252 2230
31. Other assets/liabilities ..o -2900 | 15223 1368 9 548 2732 | -3571 9 040 5352 | 10199 605 674
32. Balancing item...........ccoccviiiiiiiiiii 244 -191 118 67 201 224

S = Sources, i.e., net increase in liabilities at transaction value.
U = Uses, i.e., net increase in assets at transaction value.

KB230

1. A negative amount reflects a decrease in that item. In the case of liabilities (sources) it denotes a reduction in the available sources of funds and in the case of assets (uses) it indicates an additional source
of funds.

2. Including mutual banks and the Postbank.

3. Before April 2005 the Public Investment Commissioners.

4. As taken from the national income (and production) accounts.

5. Namely deposits with the South African Reserve Bank (including coin liabilities), Corporation for Public Deposits, banks, the Land Bank, mutual banks and the Postbank.

6. Non-marketable bonds and other Treasury bills.

7. Members' interest in the reserves of retirement and all insurance funds.
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National financial account (continued)
Flow of funds for the first quarter 20111

R millions
General government Corporate business enterprises
Sectors
Central
and
provincial Local Public Private Households,
governments governments sector sector etc. Total
S U S U S U S U S U S U Transaction items
7 362 -14 596 5725 26189 -15019 46 825 1. Net saving?
7 506 5341 8 531 56 127 12 020 91724 2. Consumption of fixed capital4
15 042 7 440 1279 415 11 5999 21| 15165 15165| 3. Capital transfers
8 857 11 217 32 388 69 088 13 322 138 549| 4. Gross capital formation4
-9 031 -13 032 -16 853 13632 -10 343 - 5. Net lending (+)/net borrowing (-) (S)
-9 031 -13 032 -16 853 13 632 -10 343 -| 6. Net financial investment (+) or (-) (U)
7. Net incurrence of financial liabilities
46 606 6964 32 421 55579 43917 335 811 (Total S9 - 32)
8. Net acquisition of financial assets
37 575 - 6068 15568 69 211 33574 335 811 (Total U9 - 32)
32189 | 82189| 9. Goldand other foreign reserves
7 886 5298 1453 -13 956 -2192 | 27834 27 834| 10. Cash and demand monetary® deposits
31987 1806 -5 567 7 593 1568 | -11695| -11695| 11. Short/medium-term monetary® deposits
-648 227 2641 3138 -1228 | 29533 29 533| 12. Long-term monetary® deposits
-10 550 3419 12553 | 20392 20 392| 13. Deposits with other financial institutions
3740 -56 | -7 580 466 | -8 085 -8 085| 14. Deposits with other institutions
1499 4436 1499 1499| 15. Treasury bills
-1 893 876| -9083 6 349 7 238 25445 | 25445| 16. Other bills
72 593 -35 2920 22 830 31528 | 31528| 17. Bankloans and advances
-4 | 11687 | -1259| -6209 6686| -2159 | 29031| 10580 -78 33| 9274 9 274| 18. Trade credit and short-term loans
24 448 6 20117 24 448 | 24 448| 19. Short-term government bonds
16 165 14 094 16 165 16 165| 20. Long-term government bonds
-5 680 811 | -5680| -5680| 21. Non-marketable government bonds®
963 799 963 963| 22. Securities of local governments
656 -40 | 50759 25792 -1 | 37749 37 749| 23. Securities of public enterprises
-192 13 -165 1898 4676 4262 3720 20 031 20 031| 24. Other loan stock and preference shares
4 122 483 | -31 144 5133 -1 892 -1892| 25. Ordinary shares
26. Foreign branch/head office balances
-454 | -6 737 89 -23 | -10177 -789 6061 -470 156 -1 9 686 9686| 27. Long-term loans
-6 -171 -6 203 7 633 696 696 28. Mortgage loans
-196 -10 683 7 825 22 357 | 19406 19406| 29. Interest in retirement and life funds’
3114 | -8756 5561 | -7050 | -16153| -4541 | 28089 | 26168 | 13369 -682 | 25262 25262| 30. Amounts receivable/payable
7 335 1003 74| -1283| 4282| 16052 | -15203 7 30266 | 30266| 31. Other assets/liabilities
111 1 24 -96 94 218 579 797 797| 32. Balancing item

S = Sources, i.e., net increase in liabilities at transaction value.
U = Uses, i.e., net increase in assets at transaction value.

KB231

1. A negative amount reflects a decrease in that item. In the case of liabilities (sources) it denotes a reduction in the available sources of funds and in the case of assets (uses) it indicates an additional source
of funds.

. Including mutual banks and the Postbank.

. Before April 2005 the Public Investment Commissioners.

. As taken from the national income (and production) accounts.

. Namely deposits with the South African Reserve Bank (including coin liabilities), Corporation for Public Deposits, banks, the Land Bank, mutual banks and the Postbank.

Non-marketable bonds and other Treasury bills.

. Members' interest in the reserves of retirement and all insurance funds.

NoOOA®N
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National financial account
Flow of funds for the second quarter 20111

R millions
Financial intermediaries
Sectors
Public Insurers and Other
Foreign Monetary Other monetary Investment retirement financial
sector authority institutions? Corporation3 funds institutions
Transaction items S U S U S U S U S V) S U

1. Net Saving? ..o 21062 318 12 281 2810 4338

2. Consumption of fixed capital® .... 8 1988 62 169

3. Capital transfers 36 97

4. Gross capital formation?.............ccccccovevinnne. 15 2506 755 225

5. Net lending (+)/net borrowing (-) (S) ...cveovvvvree 21 001 311 11763 2117 4282

6. Net financial investment (+) or (-) (U) ... 21 001 311 11763 2117 4282

7. Net incurrence of financial liabilities

(Total SO = B32) .. 31364 14073 69 930 21928 47 608 11171
8. Net acquisition of financial assets
(Total U 9 = 82) i 52 365 14 384 81 693 21928 49725 15453

9. Gold and other foreign reserves .................... 2 360 2360
10. Cash and demand monetary® deposits........... 1403 8072 410 9102 2570 3473 -27 -3 849
11.  Short/medium-term monetary® deposits ........ 4 501 -146 771 | 11159 5272 -6 394
12. Long-term monetary® deposits .. 107 -720 | 22935 5641 -575 12 699
13. Deposits with other financial institutions ......... 890 1 1092 3741 908 4 863 890
14. Deposits with other institutions................c...... 15516 15864 | 21928 | 21637 | 21637 | 19839 -86
15, Treasury Dills ........cccciiiiiiiiiiice 73 14 980 -6 917 -4 508
16, Other DillS.......covvivciiiieieeec 20 008 23702 80 -52 -1 995 753 1217 | -9921
17. Bankloans and advances .............c..ccoeviinne -2170 -1 996 3244 3311 3775 493 -2631
18. Trade credit and short-term loans ................. -2134 8727 305 -1 7127 | 10226 4852 | -13130 8629 | 13507
19. Short-term government bonds..............c........ 69 -8 043 -2 401 11 463 16
20. Long-term government bonds..............c..c...... 9 852 5923 -2 981 31 293 4 845
21. Non-marketable government bonds®............. -961 -660 -3
22. Securities of local governments...................... -9 -259 742
23. Securities of public enterprises.............c.c....... 226 | -21 973 1670 1341 -1127 5493 2418 -956
24. Other loan stock and preference shares......... 3619 3449 3 6 255 -1 486 -2396 | -5629 129 -199 4 566
25. Ordinary Shares........ccccvvvviiiniiiiicieeceee 12927 | 11620 1944 2637 -6 833 36 | 18394 1339
26. Foreign branch/head office balances....
27. Long-term loans -923 3703 3304 -1 496 -8 47 2042 -984 335
28. Mortgage loans.........ccccceveviiiiniiiiiinici, -28 20943 -396 234 293
29. Interest in retirement and life funds? ................. 174 39 23 005
30. Amounts receivable/payable ..................c..... -5425 | 21186 1448 47 | -11 689 -1 587 5180 | -5495 | -22943 | -5422 1721
31. Other assets/liabilities.............ccccoevviinennn. -13502 | 10576 1413 | -14910| 19157 | 13360 8496 | -1460 2784 161
32. Balancing item .........ccocoiiiiiiiii, 53 120 166 -154 262 53

S = Sources, i.e., net increase in liabilities at transaction value.

U = Uses, i.e., net increase in assets at transaction value.

KB230

N
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. A negative amount reflects a decrease in that item. In the case of liabilities (sources) it denotes a reduction in the available sources of funds and in the case of assets (uses) it indicates an additional source
of funds.

. Including mutual banks and the Postbank.

. Before April 2005 the Public Investment Commissioners.
As taken from the national income (and production) accounts.
. Namely deposits with the South African Reserve Bank (including coin liabilities), Corporation for Public Deposits, banks, the Land Bank, mutual banks and the Postbank.
. Non-marketable bonds and other Treasury bills.
. Members' interest in the reserves of retirement and all insurance funds.
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National financial account (continued)
Flow of funds for the second quarter 20111

R millions
General government Corporate business enterprises
Sectors
Central
and
provincial Local Public Private Households,
governments governments sector sector etc. Total
S U S U S U S U S U S U Transaction items
-17 483 -20 838 8 822 22 264 19177 52 751 1. Net saving4
7 565 5401 8789 56 863 12 271 93116 2. Consumption of fixed capital*
10 264 4 386 810 229 13 4936 23 | 10397| 10397 | 3. Capital transfers
8 809 11117 30373 77 241 14 826 145867 | 4. Gross capital formation*
-28 991 -22 168 -11 952 2102 21 535 - 5. Net lending (+)/net borrowing (-) (S)
-28 991 -22 168 -11 952 2102 21 535 -| 6. Net financial investment (+) or (-) (U)
7. Net incurrence of financial liabilities
53 061 15229 -3 899 -42 633 15089 232 921 (Total S9 - 32)
8. Net acquisition of financial assets
24 070 -6 939 -15 851 -40 531 36 624 232 921 (Total U 9 - 32)
2 360 2360| 9. Gold and other foreign reserves
11139 -7 242 -91 877 8511 | 17174 17174 | 10. Cash and demand monetary® deposits
11737 -7194 1626 -8 032 8726 | 11013| 11013 11. Short/medium-term monetary® deposits
1968 62 -257 2648 1362 | 22935 22935| 12. Long-term monetary® deposits
3 330 -1 160 -6 560 3511 5753 5753 | 13. Deposits with other financial institutions
3 055 -115 2| -1354 239 | 59079| 59079 | 14. Deposits with other institutions
8010 4 382 8010 8010 | 15. Treasury bills
93 -489 6372| -4528| -2664 16288| 16288 | 16. Other bills
-524 626 292 -973 10 591 7019 7019 | 17. Bankloans and advances
4| -29 375 6853| 4895| -23787 2950| -14183| -9633 4336| 3836 | -7998| -7998| 18. Trade credit and short-term loans
-1 093 23 -2 220 -1 093 -1 093 | 19. Short-term government bonds
34 987 -25 -13 926 6| 34987| 34987 | 20. Long-term government bonds
-1428 196 | -1428| -1428]| 21. Non-marketable government bonds®
818 344 818 818 | 22. Securities of local governments
224 -47 102 -25792 2 | -42788| -42788 | 23. Securities of public enterprises
-135 -112 -695 | 17876| 5882| -19734| -7235 2079 2079 | 24. Other loan stock and preference shares
-127 8961 -462| 10772 8081 -9 | 34640| 34640/ 25. Ordinary shares
26. Foreign branch/head office balances
-967 | 27 393 4 811 -24 | 25890 1441 409 | -2819 92 113 | 32175| 32175| 27. Long-term loans
348 -93 -4 18 480 1717 20747 20 747 | 28. Mortgage loans
-444 10 806 -133 12563 | 23005| 23005 29. Interest in retirement and life funds”
14072| -1458 -129| 2459 | 10354 286| -14224| -18 875 94| -2432 | -16416| -16461 | 30. Amounts receivable/payable
2011| -2240 3833 | -26824| -18315| 25473 -1 741 4136 4136 | 31. Other assets/liabilities
3 -80 277 -274 -335 761 426 426 | 32. Balancing item

S = Sources, i.e., net increase in liabilities at transaction value.
U = Uses, i.e., net increase in assets at transaction value.

KB231

. A negative amount reflects a decrease in that item. In the case of liabilities (sources) it denotes a reduction in the available sources of funds and in the case of assets (uses) it indicates an additional source
of funds.

. Including mutual banks and the Postbank.

. Before April 2005 the Public Investment Commissioners.

. As taken from the national income (and production) accounts.

Namely deposits with the South African Reserve Bank (including coin liabilities), Corporation for Public Deposits, banks, the Land Bank, mutual banks and the Postbank.

Non-marketable bonds and other Treasury bills.

. Members' interest in the reserves of retirement and all insurance funds.
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National financial account
Flow of funds for the third quarter 20111

R millions
Financial intermediaries
Sectors
Public Insurers and Other
Foreign Monetary Other monetary Investment retirement financial
sector authority institutions? Corporation3 funds institutions
Transaction items S U S U S U S U S U S U
1. Net Saving? ..o 34 931 566 10319 4977 3348
2. Consumption of fixed capital4 8 2003 64 177
3. Capital transfers ... 39 99
4. Gross capital formation?..............cccccooevinnen. 18 2 540 198 238
5. Net lending (+)/net borrowing () (S) ...veovvvvnee 34 871 556 9782 4 843 3287
6. Net financial investment (+) or (-) (U) .............. 34 871 556 9782 4843 3287
7. Net incurrence of financial liabilities
(Total SO = 32) v -12 149 71 497 121131 24184 17 517 12 593
8. Net acquisition of financial assets
(Total U 9 = 32) . 22722 72 053 130913 24184 22 360 15 880
9. Gold and other foreign reserves .............c...... -394 -394
10. Cash and demand monetary® deposits.......... -1900 | 15661 -978 -982 2 326 7 204 -534 -605
11, Short/medium-term monetary® deposits ........ 5701 -89 834 | 52174 11 817 5 406 1003
12, Long-term monetary® deposits...................... 825 819 1929 -4 552 -448 4795
13. Deposits with other financial institutions ......... -694 -23 7 485 2419 2657 | 10022 -694
14. Deposits with other institutions................c...... -833 -1701 | 24184 1996 1996 | 20922 8104
15, Treasury bills ..o -73 9 354 -3 504 1419
16, Other DillS......coveiviiiiiiiiciec 32 849 28 844 -343 1672 -2135 -1434| -1688| -2697
17. Bankloans and advances .............cc.ccoeviinne -1 565 648 1178 1144 | 27735 -67 17 092
18. Trade credit and short-term loans ................. -10023 | 15991 3031 -9 | 21093 6617 -446 | -11 532 2192 1013
19. Short-term government bonds ..............c........ -10 64 -3 266 -3234 9 645 7 364
20. Long-term government bonds............ccccceen. 13 320 -1176 7 020 3369 15573 -1994
21. Non-marketable government bonds®.............. -397 2763 1
22. Securities of local governments...................... 118 -332 27
23. Securities of public enterprises...............c....... 437 111 4 468 5496 2576 757 | -2327 1121
24. Other loan stock and preference shares......... 5774 -4 925 -3 5949 | 24431 1103 | -2536 1666 467 -482
25. Ordinary shares... -3040 | -24 423 3092 -125 9677 93 | 22173 -682
26. Foreign branch/head office balances....
27. Long-term 10ans...........ccccoevveiiiiicinicie -3634 5387 | 47663 5| -1902 -330 288 | -3342 4246 1426
28. Mortgage loans..........ccovevviiiiciiiiiiec -1 062 11 597 -357 185 445
29. Interest in retirement and life funds’ ............... 241 -17 20 566
30. Amounts receivable/payable ......................... -29 897 5239 250 29 | 25875 | 13361 -5727 | -11565 | -14778| -19802 | -6313
31. Other assets/liabilities.............cccccoeoviincnnnn. - 67 7 585 -132| 40147 | 13076 | 18608 8891 | -20133 2155 2473
32. Balancing item .........ccoooiiiiiiiii e 26 202 297 -45 51 157
S = Sources, i.e., net increase in liabilities at transaction value.
U = Uses, i.e., net increase in assets at transaction value.
KB230

1. Anegative amount reflects a decrease in that item. In the case of liabilities (sources) it denotes a reduction in the available sources of funds and in the case of assets (uses) it indicates an additional source
of funds.

. Including mutual banks and the Postbank.

. Before April 2005 the Public Investment Commissioners.

As taken from the national income (and production) accounts.

. Namely deposits with the South African Reserve Bank (including coin liabilities), Corporation for Public Deposits, banks, the Land Bank, mutual banks and the Postbank.

. Non-marketable bonds and other Treasury bills.

. Members' interest in the reserves of retirement and all insurance funds.
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National financial account (continued)
Flow of funds for the third quarter 20111

R millions
General government Corporate business enterprises
Sectors
Central
and
provincial Local Public Private Households,
governments governments sector sector etc. Total
S U S U S U S U S U S U Transaction items
-30 399 -14 688 4 563 28 617 11210 53 444 1. Net saving?
7678 5533 8922 57 834 12 493 94712 2. Consumption of fixed capital*
10712 2888 456 318 14 7149 25| 10850 10 850 3. Capital transfers
9379 11 320 33 455 75932 15076 148156 | 4. Gross capital formation4
-42 812 -17 587 -19514 10 823 15751 - 5. Net lending (+)/net borrowing (-) (S)
-42 812 -17 587 -19 514 10 823 15751 - | 6. Netfinancial investment (+) or (-) (U)
7. Net incurrence of financial liabilities
48 578 9296 45 552 12 622 18736 369 557 (Total S9 - 32)
8. Net acquisition of financial assets
5766 - 8291 26 038 23 445 34 487 369 557 (Total U9 - 32)
-394 -394 9. Gold and other foreign reserves
-3 484 3784 -1037 -3431 13334 | 14679 14679 | 10. Cash and demand monetary® deposits
-10 787 4034 11 539 16 333 6205 | 52085 52 085 | 11. Short/medium-term monetary® deposits
-918 -100 17 -2421 3912 1929 1929 | 12. Long-term monetary® deposits
4 949 5780 -9249| 9328 9328 | 13. Deposits with other financial institutions
3348 -2 -30 | -7588 238 | 25317 25317 | 14. Deposits with other institutions
7 570 374 7570 7570 | 15. Treasury bills
-130 -1338| -1365 294 7019 29774 29774 | 16. Other bills
403 -1799 -7 493 12 264 8286 28913 28913 | 17. Bank loans and advances
3307 339 3210 6 648 364 | -5896 1604 4730 1103 | 21668 21668 | 18. Trade credit and short-term loans
943 -9 602 -18 943 943 | 19. Short-term government bonds
36 139 29 -2 | 36139 36139 | 20. Long-term government bonds
3294 927 | 3294 3294 | 21. Non-marketable government bonds®
-4 183 -4 -4 | 22. Securities of local governments
1111 8525 -69 | 11103 11103 | 23. Securities of public enterprises
-23 -39 74 2838 9 332 5158 | -13 569 1| 17608 17 608 | 24. Other loan stock and preference shares
-1379 -2 396 | -10 250 -3630 -3630 | 25. Ordinary shares
26. Foreign branch/head office balances
-559 | 46 512 -183 297 3088 | -1062| -1239| -1345 -206 14| 47 562 47 562 | 27. Long-term loans
-312 50 9 549 3275 11 685 11 685 | 28. Mortgage loans
-65 84 436 19887 | 20566 20566 | 29. Interest in retirement and life funds’
788 | -33105 9612 | -10302 | 24027 7522 | -32534 | 14892 2268 | -1796|-30978 | -30978 | 30. Amounts receivable/payable
1511 -9217 | 10439 -2561| 27294 | 24338 383 63 550 63 550 | 31. Other assets/liabilities
171 -73 147 -83 168 692 850 850 | 32. Balancing item
S = Sources, i.e., net increase in liabilities at transaction value.

U = Uses, i.e., net increase in assets at transaction value.

KB231

1. A negative amount reflects a decrease in that item. In the case of liabilities (sources) it denotes a reduction in the available sources of funds and in the case of assets (uses) it indicates an additional source
of funds.

Including mutual banks and the Postbank.

Before April 2005 the Public Investment Commissioners.

As taken from the national income (and production) accounts.

Namely deposits with the South African Reserve Bank (including coin liabilities), Corporation for Public Deposits, banks, the Land Bank, mutual banks and the Postbank.

Non-marketable bonds and other Treasury bills.

Members' interest in the reserves of retirement and all insurance funds.

Noohr~wb

d

Quarterly Bulletin June 2012 South African ﬁeserve Bank 79



National financial account
Flow of funds for the fourth quarter 20111

R millions
Financial intermediaries
Sectors
Public Insurers and Other
Foreign Monetary Other monetary Investment retirement financial
sector authority institutions? Corporation3 funds institutions
Transaction items S U S u S U S U S U S U

1. Net Saving? ..o 21 441 297 13 231 2163 5 260

2. Consumption of fixed capital® ........................ 8 2017 65 185

3. Capital transfers ......ccocevvveiieiiiiiecceeee 40 101

4. Gross capital formation?...............cccccvevvennnn 12 4703 198 254

5. Net lending (+)/net borrowing (-) (S) ...cvevveveens 21 380 203 10 545 2 030 5191

6. Net financial investment (+) or (=) (U) .....ccvee.. 21 380 293 10 545 2030 5191

7. Net incurrence of financial liabilities

(Total S9 - 32) 24 386 -2 673 86 149 18 586 18 389 31793
8. Net acquisition of financial assets
(Total U 9 = 82) i 45 766 -2 380 96 694 18 586 20 419 36 984

9. Gold and other foreign reserves .................... -1 444 -1 444
10. Cash and demand monetary® deposits........... 3553 | 12877 362 | 66832 7 309 749 -2 895 1995
11, Short/medium-term monetary® deposits......... -5794 45 | 2774 | 39271 242 -7 201 19 930
12, Long-term monetary® deposits ..................... 8 079 -1913 6 230 -452 646 -10 583
13. Deposits with other financial institutions ......... -758 -78 3 467 2 544 1510 | 12025 -758
14. Deposits with other institutions.............ccccove... 35776 37191 | 18586 -872 -872 | 14408 1816
15, Treasury billS ... 74 15 892 -552 -3 291
16, Other DillS.....cceeieiiiiiieicice e -6 265 1608 4808 | -5441 1597 -126 -484 | -10 036
17. Bankloans and advances ...............ccoccoeennnne -6 852 2 067 4708 4715 | 35859 24 -401
18. Trade credit and short-term loans -7 316 2133 -313 -27 356 4113 3164 7797 2029 | -1521
19. Short-term government bonds...... 31 -56 14156 13 436 115
20. Long-term government bonds.............cc.ce..... -319 -1762 5732 -9424 2 591 11704
21. Non-marketable government bonds® ............. -728 7170 -3
22. Securities of local governments.............cccvvn. 26 54 100 252
23. Securities of public enterprises...........cccoovvn. 232 -2 1-10316 -9773 2373 400 2 438 -605
24. Other loan stock and preference shares......... 2993 -139 -5 996 6 286 212 -476 1184 -453 4534
25, Ordinary Shares.........coueeiveiiveerreaieeiieaineinns 3549 4 371 205 1274 2673 11 | -58 955 41 196
26. Foreign branch/head office balances..............
27. Long-term 10ans........cccvviviiiienieiieicsees 9170 | 19798 -1 840 4 2412 58 7 081 3908 2 385
28. Mortgage l0ans ........ccocveevvieiiiiiiciee e -138 5108 -12 9 713
29. Interest in retirement and life funds’ ............... 230 39 22 260
30.  Amounts receivable/payable ... 19 217 6171 | -2425| -3372 | -20150 6796 4737 | -2230 | 29985 | 17024 | -18748
31. Other assets/liabilities............cccoviniiinis -5 438 8491 | -2768 | -5072 | 15133 | -17 096 -3412 | 10766 | -4226| -1836
32. Balancing tem .......c.cooveiiiviiiiieiecs 45 -32 -138 256 -76 -278

S = Sources, i.e., net increase in liabilities at transaction value.

U = Uses, i.e., net increase in assets at transaction value.

KB230

1. A negative amount reflects a decrease in that item. In the case of liabilities (sources) it denotes a reduction in the available sources of funds and in the case of assets (uses) it indicates an additional source
of funds.

NoOA®N

. Including mutual banks and the Postbank.

. Before April 2005 the Public Investment Commissioners.
. As taken from the national income (and production) accounts.
Namely deposits with the South African Reserve Bank (including coin liabilities), Corporation for Public Deposits, banks, the Land Bank, mutual banks and the Postbank.
Non-marketable bonds and other Treasury bills.
. Members' interest in the reserves of retirement and all insurance funds.
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National financial account (continued)
Flow of funds for the fourth quarter 20111

R millions
General government Corporate business enterprises
Sectors
Central
and
provincial Local Public Private Households,
governments governments sector sector etc. Total
S U S U S U S U S U S U Transaction items
14 104 -14 072 2634 27 234 -16 779 55513 1. Net saving4
7 822 5671 9 064 59 325 12713 96 870 2. Consumption of fixed capital*
17 936 5246 591 2083 14| 11997 26| 18077| 18077 | 3. Capital transfers
10 254 11887 34 065 76 403 14 607 152383 | 4. Gross capital formation4
-6 264 -15 042 -21776 10 345 -6 702 - 5. Net lending (+)/net borrowing (-) (S)
-6 264 -15 042 -21776 10 345 -6 702 - 6. Net financial investment (+) or (-) (U)
7. Net incurrence of financial liabilities
50 729 8727 11 844 -12 030 38 369 274 269 (Total S9 - 32)
8. Net acquisition of financial assets
44 465 -6 315 -9932 -1 685 31 667 274 269 (Total U 9 - 32)
-1444 | -1444 9. Gold and other foreign reserves
25 207 -45 1120 35919 6435| 79709| 79709 | 10. Cashand demand monetary® deposits
14 041 3630 2314 10 370 4558 | 39316| 39316 | 11. Short/medium-term monetary® deposits
333 -41 -2 674 10 054 2781 6230 6230 | 12. Long-term monetary® deposits
209 979 2490 904 | 11267| 11267 | 13. Deposits with other financial institutions
3001 32 -2 223 201 | 53522 | 53522 | 14. Deposits with other institutions
8 808 -3315 8 808 8808 | 15. Treasury bills
3249 2910 | -5424| -6660 8882 -5691| -5691 | 16. Other bills
-160 1096 4194 11047 24 837 40567 | 40567 | 17. Bank loans and advances
-117 1861 446 150 992 | 11409 | -29 161 1257 203 | -15115| -15115 | 18. Trade credit and short-term loans
27 699 1 16| 27699| 27699 | 19. Short-term government bonds
8 568 65 -19 8 568 8568 | 20. Long-term government bonds
7 304 865 7 304 7304 | 21. Non-marketable government bonds®
-156 -588 -156 -156 | 22. Securities of local governments
699 809 7 -6837| -6837 | 23. Securities of public enterprises
-165 -30 -6 195 -7840| -1232 -9 065 -4999| -4999 | 24. Other loan stock and preference shares
2070 9642 8|-25383 | -4618 -11981| -11981 | 25. Ordinary shares
26. Foreign branch/head office balances
-991 | -2208 -357 114 2059 628 | 21349 | -10370 -4 | 17 428| 17428 | 27. Long-term loans
-6 16 1038 4878 5803 5803 | 28. Mortgage loans
-65 2941 3338 15777 | 22260| 22260 | 29. Interestin retirement and life funds’
-499 | -1580 7635| -10804 | -8337 | -3172|-16560 | -8862 7 355 -121 1030 1030 | 30. Amounts receivable/payable
-991 141 154 97| -7091 -4 088 42 -8597| -8597 | 31. Other assets/liabilities
-331 47 52 33 26 -448 -422 -422 | 32. Balancing item

S = Sources, i.e., net increase in liabilities at transaction value.
U = Uses, i.e., netincrease in assets at transaction value.

KB231

1. A negative amount reflects a decrease in that item. In the case of liabilities (sources) it denotes a reduction in the available sources of funds and in the case of assets (uses) it indicates an additional source
of funds.

Including mutual banks and the Postbank.

Before April 2005 the Public Investment Commissioners.

As taken from the national income (and production) accounts.

Namely deposits with the South African Reserve Bank (including coin liabilities), Corporation for Public Deposits, banks, the Land Bank, mutual banks and the Postbank.

Non-marketable bonds and other Treasury bills.

Members' interest in the reserves of retirement and all insurance funds.

NoOOA®N
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Notes to tables

Banks and the monetary sector — Tables S—-6 to S-25

Amendments to the BA 900 balance sheet survey became effective in January 2012 and had a
minor impact on the historical comparability of a number of time series. However, the essential
underlying trends in the data remain unchanged. The changes included a more detailed
specification of liability categories that allowed financial instruments, which were not traditionally
regarded as deposit instruments, to be reclassified from certain deposit categories (which are
included in the broad monetary aggregate, M3) to debt securities (which category is not). The
level of M3 shifted down by 0,6 per cent from January 2012 on account of this reclassification,
with as its statistical counterpart an increase in the monetary sector’s other liabilities.

Banks: Contingent liabilities — Table S—12

A series indicating the banks’ uncommitted, undrawn credit facilities has been added. At the
same time, two less useful series have been removed: Portfolios managed by others on behalf of
banks; and Portfolios managed by banks on behalf of clients.

Non-financial public enterprises and corporations:
Assets and liabilities — Table S-76

As from fiscal 2009/10, data for non-financial public enterprises and corporations have been
revised with audited annual financial statements and in accordance with the updated Institutional
Sector Classification Guide for South Africa published by the South African Reserve Bank in
December 2011. The balance-sheet aggregates now include additional institutions such as
the Council for Scientific and Industrial Research (CSIR), South African Bureau of Standards
(SABS), Broadband Infrastructure Company, South African Express, State Diamond Traders
and certain water authorities, whereas institutions such as the Armaments Corporation of South
Africa (ARMSCOR), South African Maritime Safety Authority (SAMSA) and some other minor
institutions have been removed and reclassified as extra-budgetary institutions.
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