Quarterly Economic Review

Introduction

The global economy continued on a subdued path and recorded a disappointingly slow pace
of growth in the first quarter of 2015, with cold weather resulting in a temporary setback to
activity in the United States (US) and China registering the slowest pace of expansion in more
than six years. While the pace of growth in India rebounded and activity in Europe firmed
somewhat in the first quarter of the year, the global recovery remained uneven with many
developing countries facing lower export proceeds and setbacks to income on account of
declining international commodity prices. This was certainly the case in many countries in
Africa, with declining export revenues translating into a weakening of the fiscal and external
accounts and deteriorating growth prospects.

In the mature economies, monetary policy remained accommodative with policy rates held
at ultra-low levels and the European Central Bank (ECB) launching its expanded asset
purchase programme in March 2015. The continuation of expansionary monetary policies
was consistent with the slack in growth momentum and the absence of inflationary pressures
in those economies. Among the developing economies, however, policies diverged in the
first half of 2015, with some countries — where lower export prices and reduced international
investor risk appetite had, for instance, translated into currency depreciation and surging
inflation — raising interest rates, but others, such as China, adopting more accommodative
monetary policies in the wake of decelerating economic activity, favourable import prices and
well-contained inflation.

In South Africa, growth in real gross domestic production moderated significantly in the first
quarter of 2015 following a rebound in activity in the final quarter of 2014. Real output in the
manufacturing sector contracted in the first quarter affected by, among other factors, relatively
weak domestic demand and electricity supply constraints. Agricultural output also fell back in
the first quarter of 2015 as the most severe drought in 22 years in the Free State and North West
provinces started to take its toll. However, mining production recorded a pronounced increase
on account of higher coal and platinum output, while the services sector continued to expand,
albeit at a slightly slower pace than in the preceding quarter.

Whereas growth in real domestic production slowed to an annualised rate of 1,3 per cent in
the first quarter of 2015, the pace of expansion in real gross domestic expenditure gained
momentum. This was underpinned by a faster pace of consumption spending by households -
most notably real purchases of non-durable goods such as petrol and food, which were bolstered
by favourable price developments over the period. Real spending on semi-durable goods such
as clothes also rose at a firm pace in the first quarter, but households’ real expenditure on
durable goods lost momentum, consistent with the subdued level of consumer confidence.
Both the household debt-to-disposable income and debt-service cost ratios inched higher in
the first quarter of 2015. More positively, at the same time, higher share prices along with other
favourable wealth developments raised the gross and net wealth of the household sector to
such an extent that the sector’'s debt-to-assets ratio declined somewhat. Growth in the real
disposable income of households also inched higher following a slightly faster pace of increase
in employees’ compensation.

Inventory investment picked up somewhat in the first quarter of 2015 with stocks of crude oil
and platinum trending higher. Fixed capital expenditure recorded slower but still positive growth,
pushed somewhat higher by brisk capital spending by government. While off a high base, capital
spending by public corporations registered a slight contraction over the same period, influenced
by strike activity and technical problems in the electricity subsector. During the first quarter of
2015, fixed capital formation by private business enterprises increased marginally.
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A slight reduction in government employment was reflected in a moderate decrease in
government consumption expenditure and in the real value added by the general government
sector in the first quarter of 2015.

Despite the moderation in global economic growth, the volume of South African exports
advanced further in the first quarter of 2015, albeit at a somewhat slower pace than previously.
The value of exports, however, was weighed down by a significant deterioration in the prices of
South African export commaodities. Growth in import volumes accelerated in the first quarter of
2015. As a result of these developments and a simultaneous smaller shortfall on the services,
income and current transfer account, the deficit on the current account of South Africa’s balance
of payments decreased to 4,8 per cent of gross domestic product in the first quarter of 2015.
The deficit was financed by inflows of portfolio and other investment capital as direct investment
registered a net outflow over the period.

Headline consumer price inflation reached a lower turning point in February 2015, weighed
down by the decline in the price of petrol and a moderation in food price inflation. This situation
started to reverse in the subsequent months, fuelled by the recent increase in international
crude oil prices, a renewed rise in food prices and double-digit electricity tariff increases.

Employment growth in the private sector continued to disappoint over the past year, consistent
with the lackluster pace of economic expansion. Unemployment remained structurally high at
around one in four persons in the labour force.

Money supply growth has exceeded growth in nominal gross domestic product since the
middle of 2014, reversing the post-recession trend as lower prices of commodities restrained the
nominal value added in the economy. M3 growth over the past year was largely concentrated in
the deposits of households and non-financial companies, with the long-term deposit component
of M3 benefiting from improved returns on such deposits. Foreign currency-denominated
deposits — although only a small fraction of M3 — registered exceptionally high growth rates
recently, alongside the depreciation in the exchange value of the rand.

Growth in aggregate bank credit extension maintained its sideways trend of the past three years
in the early part of 2015, as the brisk usage of general loans and overdrafts by the corporate
sector was neutralised by a slower credit uptake by households. The implementation from
March 2015 of the Regulations for Affordability Assessment, as part of regulatory revisions
related to the National Credit Act, may further restrain the extension of credit to the overindebted
subsegment of the household sector.

The repurchase rate of the South African Reserve Bank, last raised in July 2014, has subsequently
been maintained at 5,75 per cent against the background of subdued domestic economic
growth outcomes and generally within the targeted medium-term forecasts for inflation. With
the risks to inflation nevertheless tilted towards overshooting rather than undershooting, money-
market interest rates reflected expectations of moderate increases in the policy rate going
forward — congruent with the broad direction suggested in monetary policy statements.

In the capital market, bond yields declined in the first two months of 2015 as inflation decelerated
and the inflation prognosis improved, but this was reversed in the subsequent months as the
inflation environment again deteriorated. On the JSE Limited, the overall share price index
reached new heights and then fluctuated close to those record levels in the first five months of
2015, although the prices of resources shares disappointed over this period, in conformity with
weaker commodity prices.
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Overall, fiscal outcomes in 2014/15 were fairly closely aligned with initially budgeted and revised
estimates; the national government’s cash-book deficit for the year amounted to 4,6 per cent
of gross domestic product. The non-financial public-sector borrowing requirement remained
around 5%z per cent of gross domestic product in 2014/15, but with a smaller requirement for
the general government subsector and a larger one for the public enterprises that continued
with their substantial capital spending programmes. As gradual fiscal consolidation continued,
two international rating agencies affirmed their investment grade sovereign credit ratings of
South Africa in early June 2015.
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1 The quarter-to-
quarter growth rates
referred to in this section
are based on seasonally
adjusted data.

Domestic economic developments

Domestic output’

Real growth in the South African economy decelerated in the first quarter of 2015. Following an
increase of 4,1 per cent in the fourth quarter of 2014, growth in real gross domestic production
slowed to an annualised rate of 1,3 per cent in the first quarter of 2015. This disappointing
growth performance reflected a contraction in the real output of the secondary sector and
slower growth in the primary and tertiary sectors.

Real gross domestic product
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Despite the weaker performance in the first quarter of 2015, the level of real gross domestic
production was 2,1 per cent higher than in the first quarter of 2014. Excluding the contribution
of the primary sector, growth in real gross domestic production slowed from an annualised rate
of 3,0 per cent in the fourth quarter of 2014 to 0,8 per cent in the first quarter of 2015.

Real gross domestic product

Percentage change at seasonally adjusted annualised rates

2014 2015
Sector

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

Primary sector ..o -17,2 -1,0 52 13,3 0,0 3,3
AGHCUIUIE ..o 4,8 5,6 9,5 7,5 5,6 -16,6
MINING. e+ -22,8 -3,0 3,9 15,2 -1,6 10,2
Secondary SECHOT ..........covovoveveieeeiiieiia -3,8 -2,5 -0,4 7,2 0,4 -1,4
ManUfaCEUNNG...........vverieeeierererseeeeeseins -6,4 -4,0 -1,0 9,5 0,0 -2,4
Tertiary SECLOr.......ovovivevieeeeeeeeeeerreernas 17 1,9 2,4 1,8 2,1 15
NON-PHMary SECLOr .......cccveveeeeeeeeereeeeenean, 0,4 0,9 1,8 3,0 1,8 0.8
Total e -1,6 0,5 2,1 41 1,5 1,3

Following a brisk increase of 13,3 per cent in the fourth quarter of 2014, the real value added
by the primary sector increased at a comparatively modest annualised rate of 3,3 per cent in
the first quarter of 2015, adding 0,3 percentage points to overall economic growth. Agricultural
production contracted sharply in the first quarter of 2015, partly neutralising a further increase
in the real value added by the mining sector.
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Contribution to growth in real gross domestic product
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Mainly impacted by a decrease in field crop production, the real value added by the agricultural
sector declined at an annualised rate of 16,6 per cent in the first quarter of 2015. Having
registered a near-record-high maize crop in the 2013/14 production season, the maize crop in
the 2014/15 production season is estimated to be around 30 per cent lower due to the most
severe drought in 22 years in the Free State and North West provinces. Other field crops were
also affected by the dry weather conditions.

Commercial maize crop estimates

. Area planted Crop
Period (Million hectares) (Million tons)
2013/14: FINAL ..o 2,7 14,3
2014/15: Fourth production foreCast.........ccceevvieeiiiieiiiiie e 2,7 9,8

Source: Crop Estimate Committee

Growth in the real value added by the mining sector slowed in the first quarter of 2015,
having made positive contributions to growth in the second half of 2014. A robust increase of
15,2 per cent in real output in the final quarter of 2014 was followed by an annualised increase of
10,2 per cent in the first quarter of 2015, adding roughly 0,8 percentage points to overall economic
growth. Pronounced increases in coal and platinum production primarily contributed to higher
mining production as declines were registered in the production of gold and diamonds. Gold
production was hampered by, inter alia, a fire at one of the gold mines, labour disputes and safety
stoppages over an extended period. Although diamond production reflected increased volumes
of ore throughput, the volume of diamonds mined decreased over the period.

Owing mainly to the disappointing performance of the manufacturing sector, the real value
added by the secondary sector switched from an annualised increase of 7,2 per cent in the
fourth quarter of 2014 to a decline of 1,4 per cent in the first quarter of 2015. While the real value
added by the electricity, gas and water sector increased further, activity in the construction
sector slowed over the period.
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Following three successive quarters of decline, the quarter-to-quarter rebound in the real
value added by the manufacturing sector in the fourth quarter of 2014 was short-lived as real
manufacturing output again contracted at an annualised rate of 2,4 per cent in the first quarter
of 2015, subtracting 0,3 percentage points from overall economic growth. Manufacturing
production was weighed down by lower production of textiles and clothing; wood and related
products; petroleum and chemical products; and electrical machinery. Conversely, production
rose, albeit at a slower pace, in the sectors supplying basic iron and steel; non-ferrous metal
products and machinery; and motor vehicles, parts and accessories and other transport
equipment. The disappointing performance of the manufacturing sector reflected sustained
weak domestic demand, local infrastructure constraints and lower commodity prices. As a
result, the utilisation of production capacity in the manufacturing sector inched marginally lower
from 81,6 per cent in the fourth quarter of 2014 to 81,5 per cent in the first quarter of 2015.

Growth in real gross domestic product by sector in the first quarter of 2015
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Having increased at a subdued annualised rate of 0,3 per cent in the fourth quarter of 2014,
growth in the real value added by the sector supplying electricity, gas and water edged higher
to 0,7 per cent in the first quarter of 2015 as power supply benefited from additional electricity
generated by independent power producers and increased electricity imports. Load shedding
due to squeezed reserve margins, however, continued to impact negatively on business
confidence and productivity growth in the economy.

Activity in the construction sector slowed in the first quarter of 2015. Following an expansion of
3,5 per cent in the fourth quarter of 2014, the real output of the construction sector advanced
at an annualised rate of 0,8 per cent in the first quarter of 2015. Activity in civil construction was
negatively affected by delays in major construction projects, rising input costs and subdued
demand for new construction projects, while activity in the non-residential building subsector
remained sluggish. Activity in the residential building segment increased further over the period.
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Real value added by the electricity, gas and water sector
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The real value added by the services sector increased at a somewhat slower pace in the opening
months of 2015, decelerating from an annualised rate of 1,8 per cent in the fourth quarter of
2014 to 1,5 per cent in the first quarter of 2015. Real value added by the general government
services sector declined, while momentum was lost in the transport and communications
sector. Activity in the trade and the finance and business services sectors, however, increased
at a faster pace over the period.

Owing mainly to increased activity in the wholesale trade subsector — a subsector that
constitutes almost 35 per cent of the commerce sector — growth in the real output of the trade
sector accelerated from -0,3 per cent in the fourth quarter of 2014 to an annualised rate of
1,2 per centin the first quarter of 2015. Activity in the retail trade subsector continued to increase,
albeit at a more moderate pace. Growth in the motor-trade and accommodation subsectors,
however, decelerated over the period. Demand for tourist accommodation tapered off following
relatively strong demand in 2014.

Growth in the real output of the transport, storage and communication sector lost some
momentum as it moderated from 2,9 per cent in the fourth quarter of 2014 to an annualised rate
of 1,2 per cent in the first quarter of 2015. Activity in land transport tapered off as both freight and
passenger transportation slowed over the period. The telecommunication subsector continued
to benefit from firm demand for mobile internet connections and improved bandwidth.

The real value added by the finance, insurance, real-estate and business services sector
increased at an annualised rate of 3,8 per cent in the first quarter of 2015, slightly faster than
the rate of increase of 3,5 per cent recorded in the preceding quarter. This pickup reflected
increased levels of activity in the bond and other financial markets. Furthermore, higher fees
and charges emanating from the gradual growth in business and the increasing use of mobile
banking applications underpinned the rise in the real output of the banking sector.

Employment by government receded marginally in the first quarter of 2015. This accounted for
the reversal in the real value added by general government from an annualised rate of increase of
1,2 per cent in the fourth quarter of 2014 to a decline of 0,8 per cent in the first quarter of 2015.
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Real gross domestic expenditure

In contrast to the slower pace of increase in domestic production, growth in real gross domestic
expenditure accelerated from 0,3 per cent in the fourth quarter of 2014 to an annualised
rate of 3,4 per cent in the first quarter of 2015. Growth was underpinned by a faster pace of
consumption expenditure by households alongside a firm accumulation of inventories, which
more than offset slower growth in real gross fixed capital formation and a decline in expenditure
by general government over the period.

Real gross domestic product, expenditure and final demand

Indices: 2010=100
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Real gross domestic expenditure
Percentage change at seasonally adjusted annualised rates
2014 2015

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

Final consumption expenditure
HOUSENOIAS ... 1,0 1,0 1,1 1,6 1,4 2,8
General governMEeNt.......cceeeveeiiveeeiiineens 1,7 2,4 1,4 1,0 1,9 -1,9
Gross fixed capital formation .............ccceeeenee. -9,2 -5,4 2,4 2,6 -0,4 1,8
Domestic final demand .............ccccccvinnnen. -1,0 0,0 1,5 1,7 1,1 1,7
Change in inventories (R billions)*.................. -4.1 -1,0 2,9 3,8 0,4 8,8
Gross domestic expenditure..........cccceeeennes 3,8 0,9 3,2 0,3 0,6 3,4

* At constant 2010 prices

Real final consumption expenditure by households made the largest contribution of
1,7 percentage points to growth in real gross domestic product in the first quarter of 2015, while
gross capital formation added 1,1 percentage points. Having added 3,9 percentage points to
total economic growth in the fourth quarter of 2014, real net exports subtracted 2,0 percentage
points from growth in the first quarter of 2015.
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Contribution of expenditure components to growth in real gross domestic product

Percentage points

2014 2015
1stgr 2ndgr 3rdgr 4thar Year 1stqgr

Component

Final consumption expenditure
HOUSENOIAS ... 0,6 0,6 0,7 1,0 0,8 1,7
General governmMeNt........c.coovevviiieeeieeieiee 0,3 0,5 0,3 0,2 0,4 -0,4

Gross fixed capital formation ............ccccveeviiveeennn. -2,0 -11 0,5 0,5 -0,1 0,4
Change in INVentories ..o 41 0,4 0,5 0,1 -0,1 0,7
NEt BXPOMS . -5,2 -0,4 -1,1 3,9 0,9 -2,0
RESIAUAL ... 0,6 0,5 1,2 -1,6 -0,4 1,0
Gross domestic product ..........ccceeceeiieiiiiieenee. -1,6 0,5 2,1 41 1,5 1,3

Final consumption expenditure by households

The lower domestic price of petrol and a further moderation in food price inflation underpinned
the purchasing power of the household sector as real final consumption expenditure by
households increased at an annualised rate of 2,8 per cent in the first quarter of 2015, almost
double the rate of increase attained in the fourth quarter of 2014. Real spending across all
categories increased over the period.

Real final consumption expenditure by households

Percentage change at seasonally adjusted annualised rates

2014 2015
Category
1st gr 2nd gr 3rd gr 4th gr Year 1stgr
Durable goods..........ccoviiiiiiiiiciiiciiie 4,8 3,4 4,0 53 53 1.1
Semi-durable goods.........cccocvvviiiiiiiiiiin 1,9 1,8 2,8 3,3 3,2 3,3
Non-durable goods ..........ccoceviiiiiiiicicens 0,8 0,9 -0,1 1,5 0,8 4,9
SEIVICES oeiiiiiiiiiie et 0,1 0,4 1,2 0,4 0,5 1,4
Total .o, 1,0 1,0 1,1 1,6 1,4 2,8
Real final consumption expenditure by households
Percentage change
12 T
[ Quarter to quarter ™
10 |~ === Year on year

* Seasonally adjusted annualised rates

2009 2010 2011 2012 2013 2014 2015
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Consistent with dwindling consumer confidence, household expenditure on durable goods lost
momentum in the first quarter of 2015. Growth in real spending on durable goods decelerated
from an annualised rate of 5,3 per cent in the fourth quarter of 2014 to 1,1 per cent in the first
quarter of 2015 — the lowest rate of increase since the second quarter of 2009. Real outlays on
computers and related equipment declined in the first quarter of 2015 along with a moderation
in sales of new motor vehicles; second-hand vehicle sales held up well over the period. Growth
in spending on furniture and other household appliances as well as on durable recreational and
entertainment goods also moderated.

In the first quarter of 2015 real spending on semi-durable goods rose at an annualised rate of
3,3 per cent — the same rate of increase attained in the final quarter of 2014. Higher outlays on
clothing and footwear — the largest component in this category — as well as on motorcar tyres,
parts and accessories mainly supported expenditure on semi-durable goods. Spending on
recreational and entertainment goods, however, remained lacklustre over the period.

Expenditure on non-durable goods picked up notably in the first quarter of 2015. Following
an increase of 1,5 per cent in the fourth quarter of 2014, annualised growth in real outlays on
non-durable goods accelerated to 4,9 per cent over the period. Lower petrol and diesel prices
contributed to robust growth in spending on petroleum products. With food price inflation
slowing, real consumer outlays on food and beverages — the largest component in the non-
durable basket — also rose notably over the period, while purchases of household consumer
goods and medical and pharmaceutical products also increased. Real outlays on household
fuel and power decreased, consistent with the downward trend in spending on electricity over
the period, some of which was induced by sporadic load shedding.

Real spending by households on services accelerated in the first quarter of 2015. Spending on
all subcategories increased at a faster pace, with the exception of spending on medical services
which grew at the same rate as in the fourth quarter of 2014, and spending on transport services
which declined in the first quarter of 2015. The lower spending on transport services was
probably partly related to the more favourable price of petroleum, which caused consumers to
revert to own transport rather than public transport.

Following a marginally faster pace of increase in the compensation of employees, growth in the
real disposable income of households edged higher from an annualised rate of 1,9 per cent in
the fourth quarter of 2014 to 2,6 per cent in the first quarter of 2015.

Household debt-to-assets ratio
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Consistent with the faster pace of increase in consumer spending, growth in household debt
accelerated in the first quarter of 2015. Household debt as a percentage of disposable income
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consequently inched higher from 78,0 per cent in the fourth quarter of 2014 to 78,4 per cent
in the first quarter of 2015. In addition, the debt-service cost as a percentage of disposable
income advanced from 9,3 per cent to 9,4 per cent over the same period.

The net wealth of the household sector increased further in the first quarter of 2015 as quarter-
to-quarter growth in the value of fixed and financial assets outpaced the rate of increase in
households’ financial liabilities. Over this period, the net wealth of the household sector
was buoyed, in particular, by higher share prices. As a result, the debt-to-assets ratio of the
household sector declined from 18,2 per cent in the fourth quarter of 2014 to 17,8 per cent in
the first quarter 2015, with the ratio remaining well below its five-year average of 19,8 per cent.

Final consumption expenditure by government

Real final consumption expenditure by general government contracted in the first quarter of
2015. Growth in spending by general government slowed from an annualised rate of 1,0 per
cent in the fourth quarter of 2014 to -1,9 per cent in the first quarter of 2015. Real compensation
of employees — the largest component of government expenditure — contracted as a number
of government employees resigned in misinformed fear of Government Employee Pension
Fund reforms. In addition, real purchases of non-wage goods and services decreased over
the period. Consequently, real final consumption expenditure by general government as a ratio
of gross domestic product edged lower from 20,2 per cent in the fourth quarter of 2014 to
19,7 per cent in the first quarter of 2015.

Fixed capital formation

Consistent with subdued business confidence levels in the South African economy, real gross
fixed capital formation increased at a slower pace in the first quarter of 2015. Capital outlays
by public corporations contracted alongside slower growth in capital investment by private
business enterprises and the general government. As a result, growth in real capital spending
decelerated from 2,6 per cent in the fourth quarter of 2014 to an annualised rate of 1,8 per cent
in the first quarter of 2015.

Having accelerated in the second half of 2014, growth in real gross fixed capital formation by
private business enterprises, which accounts for almost two-thirds of total capital formation,
decelerated from an annualised rate of 1,7 per cent in the final quarter of 2014 to 1,6 per cent in
the first quarter of 2015. Real capital outlays by the mining, construction and commerce sectors
contracted over the period.

Real gross fixed capital formation

Percentage change at seasonally adjusted annualised rates

2014 2015
Sector
1st gr 2nd qgr 3rd gr 4th gr Year 1stgr
Private business enterprises.................... -15,4 -9,6 1,2 1,7 -3,4 1,6
Public corporations...........cccccvviiieenine. -0,6 -3,4 2,3 2,5 1,6 -0,6
General government...........ccccocvevivenne 8,7 9,8 7,4 59 10,3 5,1
TOtal e -9,2 -5,4 2,4 2,6 -0,4 1,8

Lower capital outlays by the mining sector were mainly evident in expenditure on construction
works and on machinery and equipment. Declines in capital investment by business enterprises
in the mining sector were especially noticeable in the gold, manganese, platinum and stone
quarrying subsectors. Real capital formation by the private electricity sector continued to lose
momentum on the back of the completion of most of the projects in Bid Windows 1 and 2 of
the Renewable Energy Independent Power Producer Procurement Programme. In addition,
building contractors lowered their capital spending following a deceleration in outlays on non-
residential building projects and construction works.
b
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Real gross fixed capital formation by institutional sector
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Following an increase of 2,5 per cent in the fourth quarter of 2014, real fixed capital expenditure
by public corporations contracted marginally at a rate of 0,6 per cent in the first quarter of
2015. Capital expenditure by the electricity subsector declined, influenced by factors such as
strike activity and technical problems experienced with the commissioning of Unit 6, the first of
six 800-megawatt generation units at Eskom’s Medupi power station. Eskom also announced
that its Sere Wind Farm had reached its full commercial operational capacity over the period.
Capital expenditure by the transport subsector — more specifically the procurement of new
locomotives by Transnet and the Passenger Rail Agency of South Africa — was not sufficient
to maintain the upward momentum in capital spending by public corporations over the period.

Growth in real gross fixed capital expenditure by general government remained firm, registering
annualised rates of 5,9 per cent in the final quarter of 2014 and 5,1 per cent in the first quarter
of 2015. Increased spending by provincial and local governments on social and economic
infrastructure to improve service delivery more than offset a decline in capital spending by the
central government.

Inventory investment

Real inventory investment, measured at 2010 prices and annualised, accelerated from
R3,8 billion in the fourth quarter of 2014 to R8,8 billion in the first quarter of 2015. The build-up
of inventories was mainly evident in the manufacturing sector reflecting, inter alia, an increase
in the volume of crude oil imports in the first quarter of 2015. In the mining sector, inventories
of in particular platinum were accumulated during the period. Nonetheless, the industrial and
commercial inventories as a percentage of non-agricultural gross domestic product edged
lower from 14,0 per cent in the fourth quarter of 2014 to 13,7 per cent in the first quarter of 2015.

Factor income

The rate of increase in total nominal factor income, measured over four quarters, slowed from
6,4 per cent in the fourth quarter of 2014 to 4,2 per cent in the first quarter of 2015. This
deceleration reflected the slower pace of increase in the gross operating surpluses of business
enterprises and in the compensation of employees over the period.

The year-on-year pace of change in total compensation of employees decelerated from 8,0 per
cent in the fourth quarter of 2014 to 7,7 per cent in the first quarter of 2015, mainly reflecting
the slower growth in the compensation of employees in the general government sector over the
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period. Compensation of employees in most other sectors increased at a somewhat faster pace
over the period. Relative to total factor income, the remuneration of employees increased from
52,3 per cent in the fourth quarter of 2014 to 53,1 per cent in the first quarter of 2015.

Growth over four quarters in total gross operating surpluses of enterprises decelerated from
4,5 per cent in the fourth quarter of 2014 to 0,5 per cent in the first quarter of 2015. This slower
pace of increase can partly be ascribed to weak output growth in the primary and secondary
sectors of the economy. In the mining and manufacturing sectors, growth in gross operating
surpluses slowed as commodity prices underperformed, while uncertain and insufficient power
supply, along with other infrastructure constraints, continued to adversely affect operations.
Consequently, the share of gross operating surplus in total factor income declined from 47,7 per
cent in the fourth quarter of 2014 to 46,9 per cent in the first quarter of 2015.

Gross saving

South Africa’s saving ratio improved from 15,3 per cent in the fourth quarter of 2014 to 16,2 per
cent in the first quarter of 2015. The higher saving ratio reflected an increase in saving by both
general government and corporate business enterprises. The foreign financing ratio, or share
of foreign capital in the financing of capital formation, declined from 25,0 per cent in the fourth
quarter of 2014 to 22,7 per cent in the most recent quarter.

Gross saving by the corporate sector as a percentage of gross domestic product increased
from 14,3 per cent in the fourth quarter of 2014 to 14,6 per cent in the first quarter of 2015.
Lower corporate tax payments over the period mainly contributed to this outcome.

Gross saving by general government improved from a rate of 0,8 per cent of gross domestic
product in the fourth quarter of 2014 to 1,5 per cent in the first quarter of 2015. Strong growth
in several tax categories, including income tax on individuals and customs and excise duties,
boosted government income. Simultaneously, the rate of increase in consumption expenditure
by general government slowed.

The gross saving rate of the household sector remained unchanged at 0,2 per cent in the fourth
quarter of 2014 and the first quarter of 2015. The pace of increase in the disposable income
of households, which was supported by an increase in the compensation of employees, was
broadly matched by the increase in nominal consumption expenditure over the period.

Business cycle developments

In 2014 and the first few months of 2015 the Bank’s composite leading business cycle indicator
exhibited a gradually declining trend, whereas the composite coincident business cycle
indicator continued to trend higher, albeit with less momentum than earlier. Minor revisions to
these indicators, which are introduced in this release of the Quarterly Bulletin, are described in
the box on the next page.
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Box 1 Revisions to the composite leading and coincident business cycle indicators

Various factors require the sporadic reassessment of the component time series included in the
composite business cycle indicators of the South African Reserve Bank (the Bank). These include,
inter alia, structural changes in the economy, the identification of new economic indicators or the
discontinuation of existing indicators. The Bank previously revised the composition of the composite
leading business cycle indicator in 2007 ' and that of the composite coincident *and lagging business
cycle indicators in 2004.% It has since become necessary to effect a few minor revisions to the
composite leading and coincident business cycle indicators. The purpose of this box is to briefly
discuss these revisions.

The composite coincident business cycle indicator

The five component time series included in the composite coincident business cycle indicator have been
retained unchanged. However, changes made to the composite coincident business cycle indicator
were related to two other aspects. Firstly, historical revisions to the underlying data and weighting
structure within some component time series were incorporated. Secondly, the long-term trend of the
composite coincident business cycle indicator was adjusted. Regarding the first aspect, the following
changes were incorporated:

— The industrial production component time series comprises the physical volume of manufacturing
production, the physical volume of mining production and the quantity of electricity generated, each
seasonally adjusted and weighted according to that sector’s contribution to gross domestic product.
The relative weights of the three constituent indicators were revised historically to 2005, resulting in
a marginally revised industrial production index from January 2005 onwards.

— Statistics South Africa (Stats SA) recently improved the Quarterly Employment Statistics survey
by implementing a new sample drawn from the 2013 business sampling frame. This resulted in a
structural break in the component series that measured total formal non-agricultural employment
in the second quarter of 2013, as well as in revisions to the quarterly changes in the indicator. This
component indicator was statistically linked by the Bank to obtain a smooth time series, which was
then incorporated into the composite coincident business cycle indicator.

— Recent data revisions to the indicator that measures the utilisation of production capacity in the
manufacturing sector were also incorporated in the composite coincident business cycle indicator.

The final step in the compilation methodology of the composite coincident business cycle indicator was to
adjust its long-term trend to match the long-term trend in real gross value added in the economy at basic
prices, excluding agriculture. During the 2007 revisions, the long-term trend in the composite coincident
business cycle indicator outpaced that in the non-agricultural real gross value added for the period
considered at the time. The long-term trend in the composite coincident business cycle indicator was
therefore adjusted downwards to match the long-term trend in the non-agricultural real gross value added.

Since the end of 2009 - the start of the most recent upward phase in the business cycle — the growth
trend in the composite coincident business cycle indicator has outpaced the growth trend in real non-
agricultural gross value added by a slightly bigger margin than before. This can largely be attributed to a
much slower growth trend in real non-agricultural gross value added after the 2008—09 recession than
during the preceding upward phase in the business cycle. In addition, the growth trend in the composite
coincident business cycle indicator was supported by exceptionally strong public-sector employment
growth, coupled with strong growth in the real value of new vehicle and retail trade sales over this period.
The long-term trend in the composite coincident business cycle indicator was thus adjusted downwards
by a slightly larger margin than before.

All of the changes discussed above were incorporated into the composite coincident business cycle
indicator and the revised composite coincident indicator was linked to the historical composite coincident
indicator in January 2000 (see figure on the next page). Importantly, these revisions did not result in any
changes to the turning points in the composite coincident business cycle indicator.

J C Venter, ‘Revisions to the composite leading and coincident business cycle indicators’, text box on page 15,
Quarterly Bulletin No. 244, June 2007, Pretoria: South African Reserve Bank.

J C Venter and W S Pretorius, ‘Note on the revision of composite leading and coincident business cycle indicators’,
Quarterly Bulletin No. 231, March 2004, Pretoria: South African Reserve Bank.

J C Venter, ‘Note on the revision and significance of the composite lagging business cycle indicator’, Quarterly Bulletin
No. 234, December 2004, Pretoria: South African Reserve Bank.
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Composite coincident business cycle indicator
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The composite leading business cycle indicator

Similar to the composite coincident business cycle indicator, changes to the composite leading business
cycle indicator were aimed at achieving two objectives. The first objective was to align the composite
leading business cycle indicator more closely to domestic real economic developments. Secondly, the
long-term trend of the composite leading business cycle indicator was adjusted to reflect that in the
composite coincident business cycle indicator.

In order to achieve the first objective, three changes were made to the composite leading business cycle
indicator:

— The index representing the prices of all classes of shares traded on the JSE Limited (JSE) was
discarded as one of the component time series of the composite leading business cycle indicator.
Since the early 2000s, there appears to have been an increasing disconnect between domestic
share price movements and the performance of domestic real economic activity. This was largely
the result of a number of dual-listed companies increasingly dominating the market capitalisation
on the JSE. As such, the share price component in the composite leading business cycle indicator
failed to lead the most recently identified business cycle peak (November 2007). In addition, driven by
the prolonged period of very accommodative global monetary policy measures following the global
financial crisis, domestic share prices rose notably in recent years, increasingly reflecting global
developments rather than domestic real economic developments.

— Improvements were made to the component series representing the twelve-month percentage
change in the composite leading business cycle indicator of South Africa’s main trading-partner
countries. The scope of this indicator was broadened to reflect the changing composition of South
Africa’s export trading partners. As such, the composite leading business cycle indicators of four
additional trading-partner countries were included in the index, namely China, India, Spain and
Australia. All the countries previously represented were retained, that is, the Unites States, the United
Kingdom, Japan, Germany, France, ltaly, the Republic of Korea and Taiwan.

— The weights within the component series representing the prices of a basket of South Africa’s main
export commodities, denominated in US dollar terms, were updated to more accurately reflect the
export share of each commodity included in the index.

The selection of component time series to be included in the composite leading business cycle indicator
was primarily based on their timing relation with the business cycle, in particular their ability to consistently
provide early signals of possible turning points in the business cycle. A number of the component time
series included in the composite leading indicator are therefore of a stationary nature, with no discernible
long-term trend. As such, the inherent long-term trend of the composite leading business cycle indicator
has no significant economic meaning, as the trend often changes when changes are made to the
composition of the indicator. In order to keep the long-term trend in the composite leading business
cycle indicator more stable over time and also to provide it with a more meaningful long-term trend, the
leading indicator’s inherent long-term trend was adjusted to match that of the composite coincident
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business cycle indicator. Since the long-term trend in the composite coincident business cycle indicator
was adjusted downwards during the current round of revision, the trend adjustment of the composite
leading business cycle indicator also had to be amended slightly.

The changes discussed above were all incorporated into the composite leading business cycle indicator
and the revised indicator was linked to the historical composite leading indicator in January 1999, shown in
the figure below. Although these revisions did not result in changes to the turning points in the composite
leading business cycle indicator, the decrease in the revised leading indicator was more pronounced
throughout 2007, providing a clearer signal of the downward phase in the business cycle that commenced
in December 2007. In addition, the moderate downward trend displayed by the leading indicator over
the past two years is now slightly more pronounced, providing a somewhat clearer signal of the recent

slowdown in domestic economic activity.

Composite leading business cycle indicator
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The table below lists the eleven component time series now included in the composite leading business
cycle indicator, the five component time series included in the composite coincident business cycle indicator
and the seven component time series included in the composite lagging business cycle indicator.

Component time series of the composite business cycle indicators

Leading indicator

Coincident indicator

Lagging indicator

Job advertisement space in the Sunday
Times newspaper: percentage change
over twelve months

Gross value added at
constant prices, excluding
agriculture, forestry and
fishing

Cement sales (in tons)

Number of residential building plans
passed for flats, townhouses and houses
larger than 80m”

Total formal non-
agricultural employment

Value of non-residential
buildings completed at
constant prices

Interest rate spread: 10-year government
bonds less 91-day Treasury bills

Value of retail and
new vehicle sales at
constant prices

Ratio of gross fixed capital
formation in machinery and
equipment to final
consumption expenditure
on goods by households

Real M1 money supply (deflated with CPI):

six-month smoothed growth rate

Industrial production index

Ratio of inventories to sales
in manufacturing and trade

Index of commodity prices (in US dollar)
for a basket of South African-produced
export commodities

Utilisation of production
capacity in manufacturing

Nominal labour cost per unit
of production in the manu-

facturing sector: percentage
change over twelve months
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Component time series of the composite business cycle indicators (continued)

Leading indicator Coincident indicator Lagging indicator
Composite leading business cycle Predominant prime
indicator of South Africa’s major trading- overdraft rate of banks

partner countries: percentage change
over twelve months

Gross operating surplus as a percentage Ratio of consumer instalment
of gross domestic product sale credit to disposable
income of households

RMB/BER Business Confidence Index

Net balance of manufacturers observing
an increase in the average number of
hours worked per factory worker (half
weight)

Net balance of manufacturers observing
an increase in the volume of domestic
orders received (half weight)

Number of new passenger vehicles sold:
percentage change over twelve months

Employment

Consistent with the acceleration in output growth in the fourth quarter of 2014, the level of formal
non-agricultural employment increased over the period. According to the Quarterly Employment
Statistics (QES) survey undertaken by Statistics South Africa (Stats SA), the number of people
employed in the formal non-agricultural sector of the economy increased by 0,8 per cent on
a seasonally adjusted and annualised basis in the fourth quarter of 2014, representing a gain
of 18 900 job opportunities and raising the level of formal non-agricultural employment to an
estimated 8,97 million.” Stats SA recently improved the QES survey by implementing a new
sample drawn from the 2013 Business Sampling Frame, which was enhanced by drawing on
additional administrative sources. The new sample was introduced from the second quarter of
2013, resulting in an upward adjustment of roughly 0,5 million to the level of total formal non-
agricultural employment. Nevertheless, formal non-agricultural employment growth moderated
for a third successive year in 2014; the annual average growth rate slowed from 2,3 per cent in
2011 to 1,3 per cent in 2012, to 0,5 per cent in 2013 and a mere 0,2 per cent in 2014.

Formal non-agricultural employment

Indices: First quarter of 2009 =100
130

120 —

Public

sector
110

*

TN
100 Total
\
Private
sector
%0 | | | | |
2009 2010 2011 2012 2013 2014

* Election-related outlier

d:

Quarterly Bulletin June 2015  5pin & an Siesurv: Bank

2 The QES data
reported in this section are
seasonally adjusted unless
stated to the contrary.

17



18

The pickup in formal non-agricultural employment in the fourth quarter of 2014 resulted almost
entirely from an increase in public-sector employment as, apart from a moderate decrease
in the staff complement of national departments, job gains were recorded across all tiers of
government. However, the scope for further public-sector job creation remains limited, given
government’s commitment to fiscal consolidation.

Following four consecutive quarters of labour paring, private-sector employment remained
broadly unchanged in the fourth quarter of 2014. Employment gains recorded in the finance,
insurance, real-estate and business services sector; the manufacturing sector; and the private
transport, storage and communication sector were almost entirely offset by job losses in the
construction sector; the mining sector; the private community, social and personal services
sector; and the trade, catering and accommodation services sector.

Change in enterprise-surveyed formal non-agricultural employment by sector*

Change over Change over four
one quarter quarters to Cumulative job
Sector 4th gr 2014 4th gr 2014 losses (-) gains (+)
Per 4th gr 2008 2nd gr 2010
cent Per to 1stgr to 4th gr
Number annualised Number cent 2010 2014

Total MiNING ...vveeveecieeee e, -5 800 -4,6 -6 600 -1,3 -40 700 1100

Gold MINING....ceoiieiieieeceeeece e -1100 -3,8 -6 500 -5,2 -9 600 -42 100

Other MiNING «.vcovveeeeiieeieeeee e -4 700 -4,9 -100 0,0 -31 100 43 300
Manufacturing ......cccovveveiiniiiiiece, 900 0,3 -31300 -2,7 -113 800 -67 000
CONStIUCHON....cvvieeiiec e -10 400 -8,1 -13 700 -2,7 -54 500 -10 500
Trade, catering and accommodation
SBIVICES it -3 100 -0,7 -4 600 -0,3 -77 400 62 400
Private transport, storage and
communication SErViCeS ............coovuuves 200 0,3 -9 200 -2,9 400 -2 400
Finance, insurance, real-estate and
bUSINESS SENVICES .....vvvvvveeeeececiiii 22 700 4,7 -14 000 -0,7 -190 900 113 300
Community, social and personal
SEIVICES ..ot -3 900 -3,1 6 300 1,3 16 400 25 100
Total private sector........cccvveeeeeieicnnnn 600 0,0 -73 200 -1,1 -460 600 122 100
National departments ............ccccvvveeenn. -3 900 -3,4 -2 600 -0,6 -2 500 40 500
ProvinCes .....covvvveeiiiieiiiiceiiiec e 1000 0,4 20 700 1,9 51 600 114 500
Local governments.........cccevveviiieeens 10 900 15,1 31 400 11,1 15200 75 400
Public transport, storage and
communication SErViCeS .............coouuve. 5700 11,3 3 800 1,8 -5 500 25 300
Other public-sector enterprises,
including electriCity .......cccccovvvveeiiiieenns 4 600 15,2 2 800 2,2 -4 900 27 300
Total public sector.......cccccceveviveeernneen. 18 300 3,3 56 000 2,6 53 800 283 000
Grand total ......ccceeeeeiereiieeeeeeeee 18 900 0,8 -17 200 -0,2 -406 800 405 100

*  Seasonally adjusted. Components may not add to totals due to rounding

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

As shown in the accompanying table, the total number of jobs created by the private sector
during the current upward phase of the business cycle still represents only about a quarter
of those lost during the 2008-09 recession; of the 460 600 private-sector jobs lost during
the recession, only 122 100 had been recovered up to the fourth quarter of 2014. The current
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upward phase of the business cycle has been characterised by persistently low levels of
business confidence, exacerbated by enduring electricity supply constraints that stifled new
private-sector investment projects. The accompanying graph shows the relationship between
private formal non-agricultural employment growth and the Rand Merchant Bank (RMB)/Bureau
for Economic Research (BER) Business Confidence Index, which declined to levels of 49 and
43 index points in the first and second quarters of 2015 respectively, probably also affected by
xenophobic violence that occurred in the second quarter.

Private-sector employment and business confidence
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Following an encouraging pickup in mining-sector employment in the third quarter of 2014,
labour paring again occurred in the sector in the fourth quarter. Job creation in the non-gold
mining sector appears to have stalled in recent years, with the level of employment in the fourth
quarter of 2014 remaining broadly similar to that in the fourth quarter of 2012. Employment in the
gold-mining sector resumed its long-term declining trend in the fourth quarter of 2014, following
two quarters of stable employment levels. Labour relations continue to be crucial in shaping
employment prospects in the mining sector, with wage negotiations having commenced in May
2015 to replace the existing two-year wage deal in the gold- and coal-mining industries.

Mining-sector employment
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Following three consecutive quarters of job shedding, employment in the manufacturing sector
increased marginally in the fourth quarter of 2014 as the adverse effects of labour strikes in
the platinum-mining industry and in the metals and engineering industries earlier in the year
dissipated. The manufacturing sector nevertheless shed an alarming 31 300 job opportunities
in 2014. In addition, the BER’s Manufacturing Survey revealed that manufacturing business
confidence fell from 42 index points in the fourth quarter of 2014 to 30 index points in the
first quarter of 2015, as domestic demand and production weakened alongside electricity load
shedding. Employment indicators deteriorated further in the first quarter of 2015, with a net
majority of respondents indicating a further reduction in the number of factory workers as well
as a reduction in the average hours worked per factory worker. Despite the survey pointing to
an improvement in fixed investment outlays in the first quarter, manufacturers indicated that
fixed investment would be driven mainly by the replacement of existing capacity rather than
additional production capacity.

Manufacturing production and employment
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The pace of labour paring in the construction sector accelerated in the fourth quarter of 2014,
with the sector shedding around 13 700 jobs in 2014. Discouragingly, the First National Bank
(FNB)/BER Civil Construction Confidence Index retreated by 20 index points to 39 in the first
quarter of 2015 — its lowest level since the fourth quarter of 2012. The BER noted that the
fall in confidence was primarily due to a sharp drop in construction activity, coupled with a
deterioration in profitability. However, civil contractors were upbeat about the outlook for the
sector, despite their rating of insufficient demand for new construction work as a business
constraint rebounding from 62 per cent in the fourth quarter of 2014 to 79 per cent in the first
quarter of 2015. Moreover, the FNB/BER Building Confidence Index decreased by 5 index
points to 55 in the first quarter of 2015. The survey indicated that confidence among residential
contractors in particular decreased in the first quarter of 2015, suggesting that the recovery
in the residential building sector appears to have lost some momentum. Electricity supply
constraints are likely to inhibit fixed investment outlays by the private sector in particular, which
could impede employment creation in the construction sector in the short run.

Following four consecutive quarters of job losses, employment in the finance, insurance,
real-estate and business services sector advanced notably in the fourth quarter of 2014. The
sector nevertheless shed around 14 000 job opportunities in 2014 as a whole. Conversely,
employment in the trade, catering and accommodation services sector decreased further in the
fourth quarter of 2014, albeit at a slower pace. Encouragingly, the BER'’s Retail Survey for the
first quarter of 2015 indicated that business confidence among both retailers and wholesalers
remained elevated in the quarter, owing to higher sales volumes and improved profitability.
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Confidence among new vehicle dealers also rose notably in the first quarter of 2015, despite
remaining below the neutral level of 50 for a sixth successive quarter.

Construction-sector employment and civil construction confidence

Index: First quarter of 2009 =100 Index
105 80
FNB Civil Construction
Confidence Index (right-hand scale)  — | 70
100
95
90
Construction employment
85 | | | | | | 10

2009 2010 2011 2012 2013 2014 2015

Box 2 Interpreting enterprise- and household-surveyed employment measures

Within the broader framework of statistics collection, primarily with the purpose of informing analysis
and policy formulation, Statistics South Africa (Stats SA) engages the labour market through two distinct
quarterly sample surveys, that is, the household-based Quarterly Labour Force Survey (QLFS) and the
enterprise-based Quarterly Employment Statistics (QES) survey. Information derived from both these
surveys serves as key input towards the understanding of historical and current trends in the labour
market. Although these measures track well over the long term, occasional differences in trend have at
times perplexed labour market analysts. To compound the interpretation challenge, but fortunately also
to enrich labour market analysis, various additional labour market indicators are compiled and published
by different private-sector institutions.

Although both official surveys by Stats SA measure employment in South Africa, employment is defined
differently by these two surveys. Also, different samples, estimation procedures and concepts are
applied in the execution of these surveys. Despite these differences in construction and execution, the
time series data that emanate from these two surveys track fairly well over time — the QLFS has been
available since 2008. At times, conflicting signals, however, result from these two data sources, requiring
special interpretational insights to align their informational content. There are a number of quantifiable
differences between these two surveys that assist the process of alignment and interpretation, with
other differences, however, posing more measurement challenges. Information contained in this box
endeavours to assist this process of interpretation. As indicated in the accompanying table, the QLFS
and QES differ in terms of coverage, scope, reference period, employment definition and concept.

Of significance when interpreting data from these two employment sources is the distinction made
between counting jobs in the QES survey as opposed to counting the number of employed persons in
the QLFS survey. Another is how paid and unpaid workers are counted. There are also special cases
that occur periodically, such as the employment of workers by the Independent Electoral Commission
and decennial census workers, for which employment is counted differently.

Count of jobs versus count of employed persons. In the QES survey, the employment estimate provides
a count of all non-agricultural jobs, implying that a person who holds more than one job would appear
on more than one payroll and thus would be counted for each job. By contrast, the household survey
provides an estimate of employed persons and each worker is counted once, regardless of how many
jobs he or she holds.
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Differences between the Quarterly Labour Force Survey (QLFS) and the Quarterly
Employment Statistics (QES) survey

QLFS QES
(household based) (enterprise based)
Coverage Private households (including workers’ hostels) VAT-registered
businesses (payroll)
Civilian population (not institutions)
aged 15 years and older Employees only
Total employment (including formal and Formal non-agricultural sector
informal sector, private households,
agriculture and small businesses)

Scope Quarterly sample survey of 33 000 Quarterly sample survey
dwellings (sampling unit is dwelling; unit of 21 000 non-agricultural
of observation is the household) formal enterprises

Reference A week prior to the interviews Payroll on the last day

period of the quarter
Collection in the middle two weeks of
the middle month of each quarter

Definition of Employers and own-account workers whose Employees on

formal non- businesses are registered for tax payroll of primarily VAT-

agricultural (income tax or VAT) registered businesses

employment
Employees whose employers deduct
income tax from their salaries
Employees whose employer does not
deduct income tax but who work for an
establishment with more than 5 employees

Standard All industries Excludes agriculture and

industrial private households

classification

Employment Estimates of employed persons Estimate of jobs that are

concept paid for (i.e. those on a

payroll of a firm; if a person
appears on two payrolls, he
or she is counted twice)

Employment Includes employers, own-account workers, Employees only

definition unpaid family workers, persons employed

in agriculture, private households and those
who are temporarily absent from their job

Reference periods and paid versus unpaid workers. The reference period for the household survey is
one week prior to the interview. Information is obtained in the middle two weeks of the middle month of
each quarter. The QLFS counts a person as employed if the person performed at least one hour of work
during the reference week, whether as a wage or salary worker, as a self-employed individual in his or
her own business or farm, or as an employee of a private household. Unpaid workers are counted if they
worked at least fifteen hours in a family-owned business. Workers away on temporary unpaid absence
are also included as employed. This category includes workers who have a job at which they did not
work during the survey week because they were on vacation, were sick, needed to take care of family
or a personal obligation, were on maternity or paternity leave, were involved in a labour dispute such as
a strike, or could not work due to bad weather.

The QES reference period is the payroll’s last day of the quarter. The pay period can be weekly, semi-
monthly, monthly or other. Workers must have received pay for the pay period in order to be counted,
regardless of whether they were present or on paid leave. Those on paid leave for the entire pay period
are included in the survey, whereas those on unpaid leave are not. Workers on strike or on other unpaid
work action for the entire pay period are not included in the QES employment estimates.
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Scope of coverage. The QLFS includes those employed, unpaid family workers, agricultural workers, those
on unpaid leave, and employees of private households. The QES survey is a non-agricultural business
establishment survey, excludes the unincorporated self-employed, and records only workers that are paid.

Age limit. QLFS data on employment are restricted to persons aged 15 years and older, while there is no
age limit on those reported in the QES survey. The QLFS provides employment data categorised by age.

Institutionalised workers. By definition, institutionalised persons in any type of institution, such as a
prison or mental health facility, are not counted in the QLFS because the QLFS sample represents the
civilian non-institutionalised population.

Persons on active duty in the military. In the QLFS, active duty members of resident armed forces are
considered to be out of the scope of the survey.

According to the Standard Industrial Classification (SIC) framework, employers and employees involved
in labour broking, self-employment and those not well defined are classified in the ’finance, insurance,
real-estate and business services’ category. Recent legislative changes related to the registration and
regulation of labour brokers have complicated discrepancies between the two surveys and administrative
employment data. The QES does not include sub-contractors and consultants who are self-employed and
not part of an enterprise. Furthermore, the QES does not include employees who are paid a commission,
even though such employees receive this payment regularly from labour brokers. Conversely, the QLFS
records subcontractors, consultants and workers who are only paid a commission.

Concerning welfare-to-work programmes, the QES and the QLFS treat these workers differently,
depending on whether jobs are subsidised or unsubsidised. Paid, unsubsidised employment is covered
by both surveys, while subsidised employment is treated differently. Workers in subsidised jobs would
be covered by the QLFS, being considered employed, regardless of who remunerates them. Under the
QES, if the subsidy is paid directly to the welfare beneficiary and the employer does not pay wages, then
the employee would not be counted as employed. Consequently, more welfare-to-work employment is
captured by the QLFS than the QES.

In terms of data strengths and limitations, Stats SA does not publish seasonally adjusted labour market
data, that is, data that are adjusted for normal seasonal variations that occur regularly in certain periods
of the year. For example, the hiring of seasonal workers to assist with year-end holiday activity imparts
an irregularity into employment outcomes between successive periods. The seasonal adjustment of
time series data affords the analyst the opportunity to better engage with the cyclical trend and irregular
component in the data, enhancing the informational value thereof. To this end, the South African Reserve
Bank (the Bank) publishes seasonally adjusted labour market data in the Quarterly Bulletin, sourced from
the QES as published by Stats SA. Seasonally adjusted data from the QLFS are, however, not published
by the Bank, apart from the unemployment rate.

It is most likely that both surveys include at least some undocumented immigrants. However, neither the
enterprise nor household survey is designed to identify the legal status of workers. Therefore, it is not
possible to determine how many are counted in either survey. The household survey includes questions
that identify the foreign and native born, but it does not include questions about the legal status of the
foreign born. Data on legal immigrants, derived from records held by the Department of Home Affairs,
are published by Stats SA every three years.

The ratio between the QES and the QLFS employment time series serves as an indicator of the
degree of divergence between the outcomes of these two employment measures. QLFS data should,
however, first be adjusted to only represent formal non-agricultural employment through attrition. In
the United States (US), this ratio has historically tended to remain around 1,0 regardless of the stance
of the economy. In South Africa this ratio is significantly below 1,0 and fairly volatile as shown in the
accompanying figure. This is an indication of the higher degree of discrepancy in household and payroll
employment survey outcomes in South Africa compared to that in the US.

To address these discrepancies between the QLFS and the QES survey, Stats SA implemented a review
process of its sample frame for the QES that commenced in 2013. The bias towards the inclusion on the
QES sample frame of companies with a large turnover, but not necessarily employing a large number
of employees, was addressed first. As such, non-value-added tax (VAT) firms have now been included

d:

Quarterly Bulletin June 2015 5 Afrigan figsere: Bank

23



3 The QLFS outcome
for the first quarter of
2015 represents the first
results of a redesigned
master sample by Stats
SA. The new master
sample was designed

in 2013 using the 2011
population census data,
replacing the original
master sample that was
designed in 2007. The
effect of this redesign

is that the first quarter
of 2015 results are not
directly comparable to
historical QLFS data.
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in the sample since the second quarter of 2013 (published from the fourth quarter 2014 QES release).
Over and above the South African Revenue Service (SARS) IRP5 data set, Stats SA is researching other
data sources such as the Unemployment Insurance Fund database, and will reconcile all of these to
the Department of Trade and Industries’ business register. The new 2013 sample frame for the QES
was designed to assist in addressing and benchmarking the imprecise administrative data that are
encountered.

Ratio of enterprise-surveyed employment to household-surveyed formal
non-agricultural employment (United States and South Africa)

Ratio
1,05
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1,00 _'\ S ————
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Sources: Statistics South Africa and US Bureau of Labor Statistics (BLS)

Questions remain about the possible effects of labour brokers on employment measurement and
the inclusion of undocumented workers in the two surveys. To address these and other issues,
Stats SA continuously strives to improve its survey methodology and practices through dedicated
research initiatives. [t is important that data users and analysts familiarise themselves with the distinct
characteristics of both these surveys to be able to properly assess their informational content and the
way in which they inform the stance of the South African labour market.

According to the Quarterly Labour Force Survey (QLFS) conducted by Stats SA, the number
of persons employed in South Africa increased by 140 000 from the fourth quarter of 2014 to
the first quarter of 2015, raising the total level of employment to around 15,46 million.” However,
total employment increased by 405 000 in the year to the first quarter of 2015, with the year-on-
year growth rate accelerating from 0,9 per cent in the fourth quarter of 2014 to 2,7 per cent in
the first quarter of 2015. Job creation in the year to the first quarter of 2015 took place primarily
in the agricultural, informal and private household sectors of the economy. Disappointingly, a
mere 17 000 employment opportunities were created in the formal sector in the year to the first
quarter of 2015.

The number of unemployed persons increased notably by 468 000 in the year to the
first quarter of 2015, bringing the total number of unemployed South Africans to around
5,54 million. Encouragingly, the number of discouraged job seekers decreased by 6 000
from the fourth quarter of 2014 to the first quarter of 2015, resulting in the total number of
discouraged job seekers amounting to 2,40 million in the first quarter of 2015. The seasonally
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adjusted unemployment rate increased from 24,9 per cent in the fourth quarter of 2014 to 4 The official
unemployment rate,

26,2 per cent in the first quarter of 2015°. The youth unemployment rate increased from an which is not seasonally
already high 48,8 per cent in the fourth quarter of 2014 to 50,3 per cent in the first quarter of adjusted, increased

. from 24,3 per cent in the
2015, lower than the 53,2 per cent recorded a year earlier. fourth quarter of 2014

to 26,4 per cent in the
first quarter of 2015,
L up from 25,2 per cent
Key labour market statistics recorded a year earlier.

Thousands

Mar 2014 Jun 2014  Sep 2014 Dec 2014 Mar 2015

a. Total employment .......cccccvvveeeiiiiiiiiieeeees 15 055 15 094 15117 15 320 15 459
b. Total unemployment (official definition)...... 5067 5154 5151 4 909 5535
c. Total economically active (= a + b)............ 20122 20 248 20 268 20 228 20 994
d. Total not economically active.................... 15 055 15 084 15 221 15 415 14 805
e. Total aged 15-65 years (= C + d)..ccvveennne 35177 35 332 35 489 35 643 35 799
f. Official unemployment rate (= b*100/c)..... 25,2% 25,5% 25,4% 24,3% 26,4%

Source: Statistics South Africa, Quarterly Labour Force Survey

Labour cost and productivity

Wage increases continued to exceed consumer price inflation in 2014. The year-on-year pace
of increase in nominal remuneration per worker in the formal non-agricultural sector of the
economy accelerated marginally from 7,6 per cent in the third quarter of 2014 to 7,7 per cent
in the fourth quarter. The marginal quickening in remuneration growth in the fourth quarter of
2014 resulted from an acceleration in private-sector remuneration growth, while public-sector
remuneration growth moderated somewhat. On an annual average basis, the pace of increase
in nominal remuneration per worker decelerated further from 7,2 per cent in 2013 to 6,6 per cent
in 2014, while growth in the real salaries and wages per worker in the formal non-agricultural
sector of the economy moderated from 1,5 per cent to 1,0 per cent over the same period.

Growth in public-sector remuneration per worker moderated marginally from a year-on-year
rate of 6,5 per cent in the third quarter of 2014 to 6,3 per cent in the fourth quarter. National
departments recorded the largest increase in the year to the fourth quarter.

Remuneration growth and wage settlement rates

Percentage change over four quarters Per cent
18
== Nominal wages per worker
16 == Real wages per worker — 16
Wage settlement rate* (right-hand scale)
14 — — 14
12— — 12
10 = — 10
6 t— — 6
4 = — 4
? R \/\/\/\ T 2
0 0
2009 2010 2011 2012 2013 2014 2015

* Values in second quarter of 2014 corrected for distortion arising from temporary
election-related employment

** Quarterly estimates based on cumulative data provided by Andrew Levy Employment Publications
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By contrast, growth in nominal wages per worker in the private sector accelerated further from a
year-on-year rate of 7,7 per cent in the third quarter of 2014 to 8,0 per cent in the fourth quarter.
Remuneration growth quickened in the private transport, storage and communication sector (to
9,6 per cent); the private community, social and personal services sector (to 9,3 per cent); the
construction sector (to 9,0 per cent); the finance, insurance, real-estate and business services
sector (to 8,7 per cent); and the manufacturing sector (to 8,3 per cent) following the conclusion
of the steel and engineering industry strike in July 2014. Moderations in wage growth were
recorded only in the trade, catering and accommodation services sector (to 4,9 per cent) and
in the mining sector (to 8,6 per cent). On an annual average basis, private-sector wage growth
remained broadly unchanged at around 7,2 per cent for four consecutive years up to 2014.

According to Andrew Levy Employment Publications, the average wage settlement rate in
collective bargaining agreements remained unchanged at 7,9 per cent in the first quarter of
2015 compared with the corresponding period in 2014, but was marginally lower than the
8,1 per cent recorded for 2014 as a whole. Encouragingly, the number of workdays lost due
to industrial action fell notably to 80 000 in the first quarter of 2015 compared with 3,5 million
in the first quarter of 2014, when the unprecedented strike in the platinum-mining industry
commenced. In the public sector, a three-year settlement was reached in May 2015 after
protracted and tough wage negotiations. The salary adjustment for 2015, effective from 1 April,
was set at 7 per cent, with increases of consumer price index inflation plus 1 per cent in each
of the subsequent two years.

Year-on-year growth in labour productivity decelerated from 1,7 per cent in the third quarter
of 2014 to 1,3 per cent in the fourth quarter as output growth moderated somewhat, while
employment contracted at a marginally slower pace. Likewise, labour productivity growth
decelerated from an annual average rate of 1,8 per centin 2013 to 1,2 per centin 2014. Conversely,
labour productivity growth in the manufacturing sector accelerated from 1,4 per cent in the third
quarter of 2014 to 2,9 per cent in the fourth quarter as output growth rebounded following the
strike in the previous quarter. With year-on-year growth in remuneration accelerating and output
growth slowing in the fourth quarter of 2014, growth in nominal unit labour cost in the formal
non-agricultural sector of the economy accelerated from 5,7 per cent in the third quarter of 2014
to 6,3 per cent in the fourth quarter. Similarly, nominal unit labour cost in the manufacturing
sector quickened from 4,1 per cent to 5,3 per cent over the same period.

Formal non-agricultural labour productivity and nominal unit labour cost

Percentage change over four quarters

14

12 Unit labour cost

10 =

Productivity

il I_I_Ill_l_l_l|
. Bl =w=li
2009 2010 2011 2012 2013 2014

*Values in second quarter of 2014 corrected for distortion arising from temporary
election-related employment
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Prices

International crude oil prices increased somewhat in recent months, partly reversing the
temporary reprieve that lower crude oil prices had provided to domestic consumer price inflation
since the middle of 2014. As such, headline consumer price inflation slowed notably from a
recent peak of 6,6 per cent in June 2014 to 3,9 per cent in February 2015, before accelerating
to 4,5 per cent in April — remaining within the inflation target range of 3 to 6 per cent for an eighth
successive month.” Domestic consumer price inflation appears to have reached a lower turning
point in February 2015, as inflationary pressures are expected to intensify during the remainder
of the year due to the recent reversal in international crude oil prices, rising food prices, double-
digit electricity tariff increases, and services price inflation remaining close to the upper limit of
the inflation target range.

Targeted consumer price inflation

Percentage change over twelve months

Total prices

Goods prices

2010 2011 2012 2013 2014 2015

Producer price inflation continued to be favourably impacted by declining international commodity
prices in the opening months of 2015, with most measures of producer price inflation slowing to
multi-year lows. As such, twelve-month producer price inflation for intermediate manufactured
goods moderated markedly from a high of 10,5 per cent in February 2014 to -0,2 per cent in April
2015, reflecting price outcomes over a broad range of such goods. In addition, final manufactured
goods price inflation decelerated from a recent peak of 8,8 per cent in April 2014 to 3,0 per cent
in April 2015, largely driven by a moderation in price inflation for coal, petroleum, chemical, rubber
and plastic products; non-metallic mineral products; electrical machinery; as well as transport
equipment. Similarly, producer price inflation for agriculture, forestry and fishing products
moderated from 11,7 per cent in March 2014 to -1,0 per cent in March 2015 on account of falling
agricultural food prices. Furthermore, producer price inflation for mining commodities moderated
further to 4,7 per cent in April 2015, reflecting the continued decline in international commodity
prices. Conversely, producer price inflation for electricity and water quickened somewhat from a
recent low of 7,4 per cent in September 2014 to 10,4 per cent in April 2015.

Imported goods price pressures eased notably from the middle of 2014, following the decline
in international crude oil prices coupled with a relatively stable exchange rate of the rand on
a trade-weighted basis. As such, the twelve-month rate of increase in the unit value index for
imported goods slowed markedly from around 21,0 per cent in the middle of 2014 to -6,8 per
cent in March 2015.°
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5 All rates mentioned
reflect year-on-year
changes, unless stated
to the contrary.

6 The year-on-year
percentage change in

the unit value index for
imported commodities

is calculated on a five-
month moving average
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result in turning points
occurring with a slight lag.
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The moderation in headline consumer price inflation since mid-2014 resulted mainly from the
significant slowdown in consumer goods price inflation from 7,5 per cent in May 2014 to a
mere 1,9 per cent in February 2015. Non-durable goods price inflation in particular decelerated
markedly to 0,9 per cent in February 2015, driven largely by a notable moderation in petrol price
inflation and, to a lesser extent, a gradual moderation in consumer food price inflation. Semi-
durable goods price inflation remained marginally above the 5 per cent level throughout the
latter half of 2014 before slowing to 4,1 per cent in April 2015 as motor spare parts, and clothing
and footwear price inflation slowed. Following a brief quickening in the closing months of 2014,
durable goods price inflation slowed from 3,9 per cent in January 2015 to 2,8 per cent in April as
price inflation of new vehicles and household appliances moderated. More recently, consumer
goods price inflation accelerated somewhat to 3,2 per cent in April 2015 as the downward
trajectory in non-durable goods price inflation was arrested by a reversal in the deflationary
trend in petrol prices.

Consumer goods price inflation

Percentage change over twelve months
12

10 Non-durable goods

Semi-durable goods

Durable goods

] ] ] ] ]
2010 2011 2012 2013 2014 2015

Consumer services price inflation has oscillated around the upper limit of the inflation target
range of 6,0 per cent for a protracted period and amounted to 5,9 per cent in February, March
and April 2015. Accelerations in recent months in price inflation for housing and utility services,
health services and education services were countered by moderations in price inflation for
transport services, and restaurant and hotel services.

Against the backdrop of a prolonged decrease in international food prices, domestic food price
inflation continued its moderating trend in the opening months of 2015. However, agricultural
producer food price inflation, which initially led the slowdown in domestic food price inflation,
started to accelerate gradually from -3,0 per cent in January 2015 to 5,1 per cent in April as
price inflation for crops and horticultural products quickened on account of rising maize prices
and unfavourable base effects. Domestic maize prices rose notably in the opening months of
2015 as successive crop estimates indicated a greatly reduced maize crop compared to that
of 2014. Conversely, after remaining stubbornly elevated for a prolonged period, price inflation
for live animals, milk and eggs slowed from 12,3 per cent in January 2015 to 8,4 per cent
in April. Producer food price inflation at the manufactured level also slowed in the opening
months of 2015, amounting to 5,0 per cent in April after having remained at around 8,5 per cent
throughout 2014.
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Consumer food price inflation moderated further in the opening months of 2015, decelerating
for an eighth consecutive month from 9,5 per cent in August 2014 to 5,0 per cent in April 2015.
The deceleration was led by slowing bread and cereals price inflation in a lagged response
to falling crop prices in 2014, as well as moderating vegetable price inflation. On the contrary,
consumer meat price inflation remained elevated in the opening months of 2015, but nevertheless
moderated in April. Although the lower domestic maize crop has not yet affected consumer
food price inflation in a significant way, it is expected to exert renewed upward pressure on food
price inflation later in the year.

Food price inflation

Percentage change over twelve months

Feb 2015 Mar 2015 Apr 2015
Agricultural producer food PriCES........ccvvvviviiiriiiiiieeiiee. -0,8 -1,9 5,1
Manufactured producer food PriCES........uuveeeiiiiivirrieeeeninns 7,2 5,8 5,0
Consumer fOOd PriICES ....vviiiiieeeiiiee e 6,5 5,9 5,0
FAO international food prices (in rand terms)................... -11,2 -9,9 -8,9

Sources: Statistics South Africa and United Nations Food and Agriculture Organization (FAO)

Global food prices continued to decline, with the international food price index of the United
Nations Food and Agriculture Organization (FAO) (denominated in US dollar) decreasing by
19,1 per cent in the year to April 2015. The index has been falling steadily since April 2014 on
account of large global supplies for most commodities included in the index. Driven by record
production volumes and abundant global stocks, cereals prices in particular receded sharply.
As such, in April 2015 the international cereals price index was 19,9 per cent below its level a
year earlier. When expressed in rand terms, the year-on-year change in the FAO international
food price index decelerated from 21,4 per cent in February 2014 to -8,9 per cent in April 2015.

Food price inflation

Percentage change over twelve months
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The recent slowdown in headline consumer price inflation was driven largely by the marked
moderation in petrol price inflation and, to a lesser extent, food price inflation. The accompanying
graph shows that the contribution of the transport category to headline consumer price
inflation fell from a recent high of 1,5 percentage points in May 2014 to -1,1 percentage points
in February 2015, before increasing somewhat to -0,2 percentage points in April. In addition,
the contribution of food and non-alcoholic beverages decreased gradually from 1,4 percentage
points in August 2014 to 0,8 percentage points in April 2015.

Contribution of selected categories to annual percentage change
in consumer prices

Percentage change over twelve months and percentage points

2010 2011 2012 2013 2014 2014

N Housing and utilities

I Transport

[0 Food and non-alcoholic beverages
[ All other categories

Underlying inflationary pressures appear to have stabilised just below the upper limit of
the inflation target range since mid-2014. Subtracting the impact of the more volatile food,
non-alcoholic beverages and petrol prices from targeted headline consumer price inflation,
underlying price inflation quickened to 5,9 per cent in July 2014 and has remained broadly
unchanged since, amounting to 5,7 per cent in April 2015. Similarly, when further excluding the
impact of electricity prices from the calculation, the resultant underlying measure of inflation
accelerated to 5,8 per cent in August 2014 and stabilised around that level in subsequent
months, moderating marginally to 5,6 per cent in April 2015.

Administered price inflation slowed notably during the second half of 2014 and into 2015,
reaching a recent low of -4,5 per cent in February 2015 as petrol price inflation decelerated
markedly to -26,7 per cent in that month. However, petrol price inflation subsequently became
less negative and amounted to -10,8 per cent in April 2015 on account of a 30,5 cents per
litre increase in the fuel levy and a 50 cents per litre increase in the Road Accident Fund in
that month, as well as rising international crude oil prices since February 2015. Consequently,
administered price inflation quickened somewhat to 0,8 per cent in April 2015. Nevertheless,
when excluding the effect of petrol prices from the calculation of administered prices, this rate
of increase decelerated steadily from the middle of 2009 before stabilising around the 6,5 per
cent level in the opening months of 2015.
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Underlying measures of consumer price inflation

Percentage change over twelve months

8

2010 2011 2012 2013 2014 2015

= Targeted measure of inflation
= Headline consumer price index excluding food* and petrol
=== Headline consumer price index excluding food*, petrol and electricity

* Food includes non-alcoholic beverages

Following a protracted period during which inflation expectations remained anchored around the
upper limit of the inflation target range, average headline consumer price inflation expectations
for 2015, as reflected in the Inflation Expectations Survey conducted by the BER, declined
from 5,8 per cent to 5,4 per cent from the fourth quarter of 2014 to the first quarter of 2015.
This decline resulted mainly from a 1 percentage point fall (from 5,4 per cent to 4,4 per cent)
in analysts’ inflation expectations. The expectations of business representatives and trade
union representatives also declined, albeit by a relatively modest 0,2 percentage points, to
6,0 per cent and 5,7 per cent respectively. However, the moderation in consumer price inflation
is expected to be only temporary as, on average, respondents expect inflation to accelerate to
5,9 per cent in 2016 and to maintain that rate in 2017.

Headline consumer price inflation expectations

Per cent, as surveyed in the first quarter of 2015

Financial Business Trade union All surveyed

Average inflation expected for: analysts representatives representatives  participants
4,4 6,0 57 54
5,6 6,2 59 5,9
53 6,3 6,1 5,9

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

International economic developments

Global economic growth decelerated further from an annualised rate of 2,7 per cent in the
fourth quarter of 2014 to 2,5 per cent in the first quarter of 2015. The moderation in global
growth was mainly due to disappointing economic performances in advanced economies such
as Canada, the United Kingdom (UK) and the United States (US).

Global growth and contributions from advanced and emerging economies

Percentage change from quarter to quarter Percentage points
7
[ Advanced economies (right-hand scale)
6 I Emerging economies (right-hand scale) — 6
= Global growth
5 5
4 4
3 3
2 2
1 1
0 0

2010 2011 2012 2013 2014 2015

Seasonally adjusted annualised rates
Sources: National statistical offices, JPMorgan and staff calculations

The International Monetary Fund (IMF) kept its global growth forecast for 2015 unchanged at
3,5 per cent in the April 2015 World Economic Outlook. The 2016 growth projection was,
however, revised slightly upwards to 3,8 per cent. The growth outlook for the US in 2015
and 2016 was pared back by 0,5 and 0,2 percentage points respectively to 3,1 per cent
for both years. On the contrary, growth projections for the euro area were increased by
0,3 and 0,2 percentage points to 1,5 per cent and 1,6 per cent for 2015 and 2016 respectively,
while forecasts for Japan were increased by 0,4 percentage points for both years to 1,0 per
cent and 1,2 per cent respectively. In emerging-market and developing economies, growth
projections for sub-Saharan Africa, Latin America as well as the Middle East and North Africa
were revised downwards for both years, while projections for emerging Asia were increased
due to, among other factors, an improved growth outlook for India. Economic growth prospects
for sub-Saharan Africa were lowered due to, inter alia, declining commodity prices, the Ebola
epidemic in West Africa, as well as electricity supply constraints and the tighter fiscal stance
in South Africa. Overall, the IMF projects moderate and uneven global growth, with higher
growth in advanced economies expected to be offset by weaker growth in emerging-market
and developing economies.
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Real growth in selected advanced economies
Percentage change at seasonally adjusted annualised rates

2013 2014 2015

Country/area 2ndgr 3rdqgr 4thqgr Year 1stqgr 2ndqgr 3rdqgr 4thqgr Year 1stqr

1,8 4,5 3,5 2,2 -2,1 4,6 5,0 2,2 2,4 -0,7
2,9 2,0 -0,9 1,6 4,4 -6,8 -2,0 1,2 -0,1 3,9
1,5 0,7 1.1 -0,4 0,9 0,4 0,7 1,4 0,8 1,5

United Kingdom ............ 2,6 2,9 1,6 1,7 3,6 3,4 2,5 2,5 2,6 1,2
Canada ........ccooeeriennn, 2,0 2,7 2,9 2,0 1,0 3,4 3,2 2,2 2,4 -0,6
Australia ..o 2,9 1,5 3,3 2,0 4,0 2,2 1,3 1,9 2,7 3,8
New Zealand ................. 1.8 4,5 2,1 2,5 4,0 2,8 3,8 3,3 3,0 n/a

Advanced economies... 2,1 2,7 2,3 1,3 0,6 1,7 2,5 1,8 1,7 n/a

Sources: Bloomberg, national statistical offices and staff calculations

Annualised economic growth in the US slowed significantly from 2,2 per cent in the fourth
quarter of 2014 to -0,7 per cent in the first quarter of 2015, mainly due to cold weather conditions
affecting consumption and investment, and lower net exports following the strong US dollar and
relatively weak foreign demand.

The labour market in the US rebounded, following the weather-related setback in the first
three months of the year. An average of 250 000 new jobs were created in April and May
2015 compared with 119 000 new jobs in March, reducing the unemployment rate to
5,5 per cent. The Federal Open Market Committee (FOMC) changed its forward guidance policy at
the March 2015 meeting by dropping its promise to be ‘patient’ in raising interest rates. The FOMC
acknowledged at the April 2015 meeting that economic growth in the US had slowed in the winter
months and reiterated that changes in its monetary policy stance would remain data dependent.

Real growth in selected emerging-market economies
Percentage change at seasonally adjusted annualised rates

2013 2014 2015
Country/area 2ndgr 3rdqgr 4thqgr Year 1stgr 2ndqgr 3rdqr 4thqgr Year 1stqr
RUSSIA ..o 2,7 1,9 3,5 1,3 -0,2 0,7 0,6 -0,5 0,6 -8,7
TUKEY o 6,7 1,9 3,2 4,2 5,3 -0,2 1,7 3,1 2,9 53
Poland........ccccoeeeiinens 3,2 3,6 2,8 1,7 4,5 2,4 3,6 3,2 3,4 41
Emerging Europe........ 3,9 2,4 3,4 2,1 1,9 0,7 1,8 1,3 1,8 -2,1
China.....coovveeiiiiiiine, 7,0 9,0 71 7,7 6,5 7,5 8,0 7,2 7,4 53
India ..... 7,7 7,3 4,7 6,9 7,2 7,0 14,0 -2,6 7,2 10,9
Indonesia........ 5,7 51 55 5,6 4,4 5,0 4,9 5,7 5,0 3,3
Emerging Asia .. 6,7 7,9 6,1 7,0 6,1 7,0 8,8 4,7 6,9 6,3
Brazil ......cccoovviiiiiin 4,8 0,4 0,1 2,8 2,9 -5,5 0,6 1,1 0,2 -0,6
MEXICO ...vvveeeiiieeiiiann -4.1 4,6 1,2 1,4 2,0 3,7 2,1 2,7 2,1 1,6
Argentina..........ccccveene 3,0 2,6 -1,0 2,9 -2,6 2,2 0,5 0,1 0,5 n/a
Latin America.............. 3,0 2,3 1,2 2,8 0,4 -0,4 1,9 1,5 1,0 n/a
Emerging economies.. 5,5 5,9 4,8 54 4,3 4,6 6,4 3,6 5,0 n/a

Sources: Bloomberg, JPMorgan, national statistical offices and staff calculations
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Economic activity in the euro area expanded at a somewhat faster pace in the first quarter of
2015, with real gross domestic product increasing at an annualised rate of 1,5 per cent. The
region’s improved economic performance was underpinned by accelerated growth in France,
the Netherlands and Spain. After recording moderate rates of deflation for four consecutive
months and a zero rate in April, year-on-year consumer price inflation in the euro area came
to 0,3 per cent in May 2015. The European Central Bank (ECB) launched its expanded asset
purchase programme in March 2015 with the purchases of euro-denominated public-sector
securities in the secondary market, in addition to buying private-sector asset-backed securities
and covered bonds. The combined monthly purchases amount to €60 billion and will continue
at least up to September 2016.

In Japan real output growth accelerated sharply, registering an annualised rate of 3,9 per cent in
the first quarter of 2015. The rapid growth was driven by a build-up of inventories and a pickup in
business investment. Headline inflation decelerated in April 2015 to 0,6 per cent as the impact of
the sales tax increase dropped out of the base. The Bank of Japan continued with its quantitative
and qualitative easing programme, having expanded it significantly in October 2014.

Real output in the UK increased at a rate of 1,2 per cent in the first quarter of 2015. Headline
inflation in April 2015 fell by 0,1 per cent, while core inflation decelerated to 0,6 per cent. The
Bank of England left its policy rate unchanged at a record low 0,5 per cent.

Economic growth in emerging Asia accelerated to 6,3 per cent in the first quarter of 2015,
partly due to rapid growth in India. The inflation rate in India edged higher to 5,0 per cent
in April 2015. A favourable inflation outlook led to a cumulative 75 basis points reduction in
India’s policy rate to 7,25 per cent. First-quarter growth in China came to 5,3 per cent — the
lowest since the fourth quarter of 2008. After decelerating to 0,8 per cent in January 2015,
inflation in China accelerated to 1,5 per cent — in April, before moderating to 1,2 per cent in
May. The People’s Bank of China (PBOC) provided stimulus to the economy by lowering its
reserve requirement ratio for banks for the second time in three months in April 2015, and
lowered its interest rate for the third time in six months to 5,1 per cent in May.

Real output in emerging Europe declined in the first quarter of 2015. Economic activity in Russia
contracted substantially in the first quarter of 2015 due to the adverse effect of sanctions, net
private-sector capital outflows and low ail prices. Inflation in Russia accelerated to 16,9 per cent
in March 2015 — the highest rate since March 2002 — before moderating to 15,8 per cent in May.
The central bank of Russia raised its benchmark policy rate by a cumulative 750 basis points
between October and December 2014 to 17,0 per cent, before reducing it by 200 basis points in
January 2015, 100 basis points in March and 150 basis points in April. The Turkish central bank
faces the dilemma of having to support economic growth while battling with high inflation and a
weakening lira. The Hungarian central bank lowered its interest rate in three consecutive months
by a cumulative 45 basis points to 1,65 per cent in May 2015 after recording deflation for eight
consecutive months. Consumer price inflation unexpectedly accelerated to 0,5 per cent in May,
well below the central bank’s medium-term inflation target of 3 per cent.

Preliminary estimates suggest that real output in Latin America also declined in the first quarter
of 2015, mainly due to a contraction of economic activity in Brazil and Venezuela. High inflation
in Brazil, however, led to a further 50 basis point increase in the central bank’s policy rate in
June 2015 to 13,75 per cent. This was the sixth consecutive increase, with the Selic rate (the
central bank of Brazil’s overnight rate) having been raised by a cumulative 275 basis points since
September 2014. However, the central bank of Chile kept its policy rate unchanged at 3 per cent
in May 2015 as inflation registered its lowest level since March 2014, although remaining above
the 3 per cent target at 4,0 per cent.

According to the CPB Netherlands Bureau for Economic Policy Analysis, the volume of world
trade (calculated as the three-month average of world exports relative to that of the preceding
three months) declined by 5,3 per cent in March 2015. The contraction reflected weak exports
in both advanced and emerging economies, with export volumes contracting by 3,9 per cent
and 6,6 per cent respectively. US export volumes contracted by 17 per cent, while emerging
Asia exports fell by 16,4 per cent in March.
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After plummeting to US$45 per barrel in January 2015, Brent crude oil prices rebounded to a four-
month high of US$66 per barrel in early May. The increase was mostly driven by a continued decline
in the number of rigs deployed in shale formations and the geopolitical turmoil in the Middle East.
Global oil supply decreased for the first time in two years to 94,5 million barrels per day in the first
quarter of 2015, despite oil production in Saudi Arabia reaching a record high of 10,3 million barrels
per day in March. Crude oil prices trended downwards during May, reaching levels of around US$62
per barrel in mid-June, mainly due to US dollar strength and the decision by the Organization of the
Petroleum Exporting Countries (OPEC) to leave oil production levels unchanged. Brent crude oil
futures contracts for delivery in the fourth quarter of 2015 traded around US$66 per barrel in early
June 2015.

International crude oil prices

US dollar per barrel

150
B Futures prices
(on 15 June 2015)
120 =
Brent crude spot price
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60

30

2009 2010 2011 2012 2013 2014 2015

Source: Bloomberg

7
Current account

Weaker global output growth alongside a moderation in domestic economic activity in the first
quarter of 2015 slowed growth in the volume of merchandise exports from South Africa. This
was reinforced by a further decline in export prices, resulting in lower export earnings over the
period. By contrast, an expansion in gross domestic expenditure contributed to an increase
in the value of merchandise imports, more especially of capital and consumption goods. As a
result, South Africa’s annualised trade deficit widened again from R35 billion in the fourth quarter
of 2014 to R71 billion in the first quarter of 2015. Over the same period, the shortfall on the
services, income and current transfer account with the rest of the world narrowed substantially,
more than neutralising the deterioration in the trade balance.

Balance of payments on current account

R billions, seasonally adjusted and annualised

2014 2015

1stgr 2ndqgr 3rdgr 4thar Year 1stqgr

Merchandise eXPOrtS........covvvvveieeeiiiiiiieee s 966 909 931 959 941 937
Net goId EXPOMS.....vveiiiiiiiiiiee e 62 64 63 62 63 59
Merchandise IMPOMS ........ccovvvvveieeeiiiiiieeee e -1099 -1064 -1071 -1056 -1072 -1067
Trade balanCe........cooceeiiiiiieiiiieeeee s -72 -90 =77 -35 -69 -71
Net service, income and
current transfer payments..........ccccvcveeeiiiiiiineeeeen -101 -142 -145 -163 -138 -117
Balance on current account...........ccccooeiiiiiiiinns -173 -232 -223 -198 -207 -189
As percentage of gross domestic product.......... -4,6 -6,2 -5,8 -5,1 -5,4 -4,8

d:

Quarterly Bulletin June 2015  5pin & an Siesurv: Bank

7 Unless stated to the
contrary, the current-
account transactions
referred to in this section
are all seasonally
adjusted and annualised.

35



36

The deficit on the current account of the balance of payments consequently narrowed from
R198 billion in the fourth quarter of 2014 to R189 billion in the first quarter of 2015; relative to the
country’s gross domestic product, the deficit on the current account shrank from 5,1 per cent
to 4,8 per cent over the period.

Balance of payments: Current account

Percentage of gross domestic product
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The firm growth in the volume of merchandise exports in the second half of 2014 moderated in
the first quarter of 2015 due to slower growth in the volume of both mining and manufacturing
exports. Growth in mining export volumes was adversely affected by a decline in the physical
quantity of especially platinum group metals and coal exports. The volume of coal exports
dropped notably due to weaker global demand and less favourable international prices.

The physical quantity of South African-produced manufactured exports advanced further in
the first quarter of 2015, albeit at a slower pace, as a surge in the export volume of vehicles
and transport equipment was partly countered by a decline in the volume of chemical products
exported. In addition, the volume of agricultural exports picked up over the period. On balance,
the volume of merchandise exports advanced by 3,4 per cent in the first quarter of 2015.
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Real merchandise exports

R billions, 2010 prices
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The average US dollar price of a basket of South African-produced non-gold export commodities
declined by 9,1 per cent in the first quarter of 2015 as demand continued to dwindle. Noticeable
declines were registered, inter alia, in the prices of iron ore, coal, nickel, copper and platinum.
The lower external value of the rand against the US dollar partly propped up the rand price of
merchandise exports; the price of exported goods subsequently declined by 5,6 per cent in
the first quarter of 2015 following a decrease of 2,2 per cent in the fourth quarter of 2014. The
combination of a notably lower rand price and a moderate increase in the physical quantity of
merchandise exports resulted in a 2,3 per cent decline in merchandise export proceeds in the
first quarter of 2015.

International prices of selected South African export commodities
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The value of South Africa’s gold exports decreased from R62 billion in the fourth quarter of 2014
to R59 billion in the first quarter of 2015. A decrease of 10,3 per cent in the physical quantity of
gold exported was partly neutralised by an increase of 6,1 per cent in the average realised rand
price of the precious metal. In dollar terms, the London fixing price of gold rose marginally from
US$1 200 per fine ounce in the fourth quarter of 2014 to US$1 220 per fine ounce in the first
quarter of 2015.
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The volume of merchandise imports advanced by 3,6 per cent in the first quarter of 2015, having
increased moderately in the preceding two quarters. The increase in import volumes in the
opening three months of 2015 primarily reflected higher imports of mining and manufactured
goods. Manufactured imports were boosted by increased domestic demand for vehicles and
transport equipment, more especially train locomotives and motor parts and accessories used
in assembling vehicles destined for both the local and export markets. The National Association
of Automobile Manufacturers of South Africa (NAAMSA) expects the volume of vehicle exports
to increase by about 25 per cent in 2015 as a whole.

Real merchandise imports
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Even though the volume of crude oil imports surged by 21 per cent in the first quarter of 2015,
it still fell short of reaching the high levels recorded in the first half of 2014. The volume of diesel
imports decreased marginally in the first quarter of 2015, having increased substantially in the
second half of 2014. Simultaneously, South Africa’s import penetration ratio (real merchandise
imports relative to real gross domestic expenditure) advanced from 25,6 per cent in the fourth
quarter of 2014 to 26,3 per cent in the first quarter of 2015, as shown in the graph above.

The decline in the international price of crude oil in the first quarter of 2015, together with
subdued inflation in most of South Africa’s trading-partner countries, resulted in a decrease
of 2,5 per cent in the rand price of imported goods. Consequently, the value of merchandise
imports increased by 1,0 per cent over the period.

While South Africa’s terms of trade (including gold) improved marginally in the second half of
2014, the substantially larger decrease in the rand price of merchandise exports relative to
import prices caused the country’s terms of trade to deteriorate by 2 per cent from the fourth
quarter of 2014 to the first quarter of 2015.

The shortfall on the services, income and current transfer account of the balance of payments
narrowed significantly from R163 billion in the fourth quarter of 2014 to R117 billion in the first
quarter of 2015. Relative to the country’s gross domestic product, the overall deficit shrank from
4,2 per cent to 3,0 per cent over the period. These developments largely reflected changes in
the income account as a surge in gross dividend receipts, originating largely from direct investor
relationships, coincided with a decrease in gross dividend payments to foreign investors in the
first quarter of 2015.
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Box 3 Recent developments in dividend receipts

Gross dividend receipts from abroad increased markedly in the period 2012 to 2014, partially offsetting
the negative impact of relatively large gross dividend payments on the balance on the current account.
The annual growth in gross dividend receipts, however, moderated from more than 50 per cent in 2012
and 2013 to a still elevated 35 per cent in 2014.

Average dividend receipts as a percentage of dividend payments
for selected countries
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The average ratio of dividends received relative to dividends paid by South Africa almost doubled to just
more than 40 per cent during the period 2012 to 2014 when compared to the preceding three-year period
from 2009 to 2011.

Furthermore, the ratio for South Africa exceeded the average ratio for developing countries of 19 per
cent and 17 per cent respectively over the two periods. Notwithstanding the more favourable ratio, South
Africa’s relative ranking effectively remained unchanged as the ratio for approximately all the selected
advanced economies had risen, emphasising that the general trend to repatriate more dividends was not
a phenomenon that was applicable to South Africa only.

Net payments for services reverted to a deficit in the first quarter of 2015 after recording a
small surplus in the fourth quarter of 2014. This reversal was mainly driven by an increase in
gross payments in the category ‘other services’, which includes payments for professional
and technical services. Net current transfer payments to the rest of the world decreased
slightly over the period.

Financial account

Weaker economic data in the US alongside a gradual pickup in international oil prices in the
opening months of 2015 probably delayed the tightening of monetary policy in the US, thereby
boosting international investors’ sentiment towards investment in emerging-market economies.
In addition, continued asset purchases by governments in Europe and Japan increased liquidity
in financial markets, further facilitating capital flows towards emerging-market assets.

Domestically, persistent electricity supply disruptions and the downgrading of Eskom’s long-term
foreign currency-denominated bonds to below investment grade status by Standard & Poor’s
dampened investment sentiment in the country. South Africa was furthermore omitted from the list
of the top 25 countries preferred for direct investment in 2015, according to a report compiled by
the global strategy management and consulting firm, AT Kearny. In 2014 the country was ranked
the thirteenth most attractive destination for direct investment. Non-resident investors nevertheless
continued to accumulate South African-issued equity and debt securities in the first quarter of 2015.

After having recorded net capital inflows to the value of R23,3 billion in the fourth quarter of
2014, the financial account of the balance of payments (including reserve assets but excluding
unrecorded transactions) recorded a net inward movement of capital of R33,1 billion in the first
quarter of 2015.

Net financial transactions

R billions
2014 2015
1st qr 2nd qr 3rd gr 4th gr Year 1st gr
Change in liabilities
Direct investment 7,2 27,4 10,2 17,2 62,0 -22,2
Portfolio investment ..........ccccocveiiinen. 12,3 27,4 50,8 -16,8 73,7 39,3
Financial derivatives ...........ccccccoeveiins -48,0 -43,7 -39,6 -63,6 -194,8 -72,6
Other investment ..............ccvvvvvvvvvvinnnn. 38,0 51 49,7 53,8 146,6 32,9
Change in assets
Direct investment.........ccccccevviciinnn. -7,7 -14,4 -43,8 -9,4 -75,3 -5,4
Portfolio investment ...........cccocvveiiinnn. -8,9 -11,2 -3,2 -0,9 -24,2 -5,3
Financial derivatives ...........cc.cccooeveins 54,2 48,4 40,3 68,4 211,3 73,3
Other investment .........ccccooveiiiiinns -29,4 2,9 17,2 -17,4 -26,8 -19,1
Reserve assets .......oocevvviieiiieeeiinnn. 4,7 10,0 -23,4 -7,9 -16,6 12,3
Total identified financial transactions*... 22,4 51,8 58,3 23,3 155,8 33,1
Financial transactions as ratio of gross
domestic producCt............cccccccevviiiini. 2,4 55 6,1 2,4 4,1 3,4

* Including reserve assets but excluding unrecorded transactions
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Net inward investment into South Africa was driven by portfolio and other investment; by
contrast, foreign direct investment recorded an outflow of capital on a net basis. As a ratio of
gross domestic product, the capital inflow on the financial account amounted to 3,4 per cent in
the first quarter of 2015 compared with a ratio of 2,4 per cent recorded in the previous quarter
and an average of 2,3 per cent registered over the past twenty years.

Foreign-owned assets in South Africa

Foreign direct investment into South Africa registered a sizeable outflow of R22,2 billion in the
first quarter of 2015 following capital inflows in the preceding eight quarters. The bulk of the
outflow in the first quarter could be attributed to foreign parent companies disposing of their
shareholding in domestic subsidiaries in the pharmaceutical and retail sectors.

Inward foreign direct investment flows
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Inward portfolio investment into South African-issued portfolio assets switched from an outflow
in the final quarter of 2014 to an inflow of capital in the first quarter of 2015. In the first quarter of
2015 non-resident investors acquired South African equity and debt securities to the amount of
R39,3 billion after having disposed domestic securities to the value of R16,8 billion in the fourth
quarter of 2014. The increase in non-resident holdings of debt securities was supported by the
issue of an international bond by a parastatal to the value of US$1,25 billion. Many of the risks
associated with a potential raising of interest rates in the US abated in the first quarter of 2015,
increasing the appetite for emerging-market debt securities.

Other investment flows into South Africa amounted to R32,9 billion in the first quarter of 2015
following an inflow of R53,8 billion recorded in the fourth quarter of 2014. The private sector as
well as the domestic banking sector incurred more foreign liabilities over the period.

South African-owned assets abroad

Outward direct investment or the acquisition of foreign direct investment assets by South African
companies gave rise to a capital outflow of R5,4 billion in the first quarter of 2015 relative to an
outflow of R9,4 billion in the fourth quarter of 2014. The private sector, in particular, expanded
its operations abroad over the period in areas such as retailing.

The acquisition of foreign portfolio assets by South African entities gave rise to an outflow of
capital to the value of R5,3 billion in the first quarter of 2015, notably more than the capital
outflow of RO,9 billion registered in the final quarter of 2014. The private sector acquired foreign
portfolio assets, while the banking sector disposed of foreign portfolio assets.
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Other outward investment flows from South Africa increased from R17,4 billion in the fourth
quarter of 2014 to R19,1 billion in the first quarter of 2015. The outflow of capital was buoyed by
the domestic banking sector extending short-term credit to foreign entities.

Foreign debt

South Africa’s gross external debt rose from US$142,3 billion at the end of September 2014
to US$145,1 billion at the end of December. Foreign currency-denominated debt advanced by
US$2,8 billion over the period, whereas rand-denominated debt remained broadly unchanged.
Expressed in rand terms, South Africa’s external debt increased from R1,60 trillion at the end
of September 2014 to R1,68 trillion at the end of December; this had previously amounted to
R1,43 trillion at the end of December 2013.

Foreign debt of South Africa

USS$ billions at end of period

2013 2014

3rdqr 4thqgr 1stqr 2ndgr 3rdgr 4thar

Foreign currency-denominated debt............... 60,0 61,2 62,9 62,2 64,7 67,5
Debt SECUNHIES ...vvvviviieiiiiiecceece e 21,6 21,8 22,0 20,1 21,9 22,7
OtNBI o 38,4 39,4 40,9 42,2 42,8 44,8
Public seCtor .........ccvvviiiiiiii, 9,6 9,1 9,1 9,1 8,8 8,2
Deposit-taking institutions.............cccccceveiie 10,4 12,1 13,5 13,9 14,5 18,4
Non-monetary private Sector .............ccccv.. 18,4 18,3 18,3 19,1 19,56 18,2
Rand-denominated debt..........cccccceeeiiinenen. 76,1 75,3 75,6 79,6 77,6 77,6
Debt securities.......ccovvviiiiiiiiiiicieeee 42,3 411 40,1 441 41,6 41,2
OtNEI s 33,8 34,2 35,5 35,5 36,0 36,4
Total foreign debt ........cooviiiiiiiiiiiieees 136,1 136,5 138,5 141,8 142,3 145,1
As percentage of gross domestic product.... 36,5 37,3 38,9 40,2 40,3 41,4
As percentage of total export earnings.......... 112,9 113,6 116,2 120,3 121,2 124,0

The increase in foreign currency-denominated debt in the fourth quarter of 2014 was largely
due to loans and advances drawn upon by the domestic banking sector. South Africa’s short-
term foreign currency-denominated debt (i.e. debt with an original maturity of less than one
year and other longer-term foreign currency-denominated debt maturing within the next twelve
months) increased from 43,6 per cent of total foreign currency-denominated debt at the end of
September 2014 to 46,7 per cent at the end of December 2014.

The increase in the country’s external debt position resulted in a higher ratio of total external
debt to annualised gross domestic product; the ratio rose from 40,3 per cent at the end of
September 2014 to 41,4 per cent at the end of December. At the end of December 2013, this
ratio came to 37,3 per cent. Relative to the country’s annualised export proceeds, external debt
rose from 121,2 per cent to 124,0 per cent over the quarter under review, having amounted
to 113,6 per cent at the end of December 2013. The share of rand-denominated debt in the
country’s total external debt decreased marginally from 55,2 per cent at the end of December
2013 to 53,5 per cent as measured at the end of December 2014.
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International reserves and liquidity

Following an increase of R7,9 billion in the fourth quarter of 2014, South Africa’s international
reserves declined by R12,3 billion in the first quarter of 2015.

Measured in US dollars, the value of South Africa’s gross gold and other foreign reserves (i.e.
the international reserves of the Bank before accounting for reserve-related liabilities) decreased
from US$49,1 billion at the end of December 2014 to US$46,4 billion at the end of March 2015
as a lower gold price and stronger US dollar impacted on the value of reserves. The country’s
gross reserves remained broadly unchanged at the end of May. South Africa’s international
liquidity position retreated from US$42,7 billion at the end of December 2014 to US$41,3 billion
at the end of March 2015, before increasing to US$41,5 billion at the end of May.

Gross international reserves
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The level of import cover (i.e. the value of gross international reserves relative to the value of
merchandise imports, and services and income payments) declined marginally from 4,7 months
at the end of December 2014 to 4,6 months at the end of March 2015.
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Exchange rates

The US dollar strengthened further in the opening months of 2015, supported by expectations
of an interest rate increase by the US Federal Reserve around the middle of the year. Even
though this view mainly affected emerging-market currencies, the currencies of some advanced
economies also registered losses against the US dollar. Weaker US economic data towards
the end of the first quarter of 2015, however, confirmed the notion that expectations of a rate
increase might have been premature.

Selected exchange rates: US dollar
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As a result, the nominal effective exchange rate of the rand declined, on balance, by 0,2 per
cent in the first quarter of 2015, following an appreciation of 0,3 per cent in the fourth quarter of
2014. While the South African rand started the first quarter of 2015 on a positive note, supported
by monetary stimulus from major central banks, the local unit lost momentum amid subdued
economic activity, weak confidence and ongoing electricity supply constraints. During March
2015, the exchange rate of the rand declined, on balance, by 3,8 per cent on a trade-weighted
basis, weighed down by a spate of poor local economic data releases and the downgrading
of Eskom by Standard & Poor’s. In April 2015 the US dollar struggled against most currencies
on a dovish Federal Open Market Committee statement, and renewed concerns about the US
economic growth outlook following soft US economic data. Simultaneously, the rand increased,
on balance, by 1,2 per cent in April 2015. The trade-weighted rand declined by 1,5 per cent
in May 2015 before declining sharply in early June 2015 following a better-than-expected US
labour market report.
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Exchange rates of the rand

Percentage change
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From December 2014 to March 2015, the real effective exchange rate of the rand increased
by 1,2 per cent, reflecting a slight reduction in the competitiveness of domestic producers in

foreign markets.

Turnover in the South African foreign-exchange market

The net average turnover in the rand foreign-exchange market receded by 5,8 per cent from
US$19,9 billion in the fourth quarter of 2014 to US$18,7 billion in the first quarter of 2015.
Transactionsinthe spotand swap market decreased by 7,8 per cent and 6,5 per cent respectively,
while transactions in the forward market increased by 4,8 per cent. As has traditionally been the
case, swap transactions continued to dominate activity in this market.

Net average daily turnover against the rand
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Monetary developments, interest rates
and financial markets

Money supply

Growth in the broadly defined money supply (M3) remained fairly subdued in 2014 and the first
four months of 2015, consistent with the generally slow pace of economic activity over this
period. Twelve-month growth in M3 has remained within a narrow range of between 5,9 and
8,4 per cent over the past year and a half.

Growth in M3 and in gross domestic product
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Growth in M3 has generally fallen below that of nominal gross domestic product over the past
four years. However, this trend reversed in the second half of 2014 when year-on-year growth in
money supply gained some momentum and exceeded that of nominal value added. The year-
on-year growth in M3 averaged 7,9 per cent in the fourth quarter of 2014 and 7,6 per cent in the
first quarter of 2015, surpassing the growth of around 5,2 per cent in gross domestic product
over the same period.

Growth in household-sector deposits displayed somewhat more resilience throughout 2014
and early 2015, probably aided by relatively stable increases in nominal disposable income,
whereas overall corporate-sector deposits registered a notably slower rate of expansion.

Deposits of non-financial corporates maintained a positive growth trend in 2014 and into the
first quarter of 2015, mainly on account of retailers, commercial property, and technology and
mobile communication companies recording rising deposits with banks. By contrast, the growth
in deposits of financial corporates slowed.

When analysed by maturity, a notable feature of the past year is the behaviour of the long-
term deposit component of M3. Long-term deposits broke the negative growth trend recorded
since August 2013 with its twelve-month rate of change turning positive from November 2014,
following the increases in the repurchase rate. Growth in long-term deposits continued to
accelerate in 2015, reaching 9,8 per cent in April.
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Growth in deposits by maturity

Percentage change over twelve months
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Overall, M3 money supply recorded an increase of R87,3 billion in the first quarter of 2015. This
followed quarterly growth in M3 which averaged R46,0 billion in 2014 — the highest since 2008.
Household- and corporate-sector deposits contributed almost equally to growth in 2014.

Measured over twelve months, growth in M3 deposit holdings of the household sector
maintained an upward trajectory from 8,4 per cent in November 2013 to a recent high of
13,0 per centin November 2014 — the highest rate since August 2012. It subsequently moderated
somewhat in 2015, reaching 12,3 per cent in April. Growth in deposits of the corporate sector
as a whole remained more subdued in 2014 and early 2015, fluctuating at around average year-
on-year growth of 5,4 per cent in 2014, but improving somewhat in the first four months of 2015
to reach 6,7 per cent in April.

M3 holdings of households and companies
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Deposits of financial companies recorded only moderate growth in 2014, which fluctuated at
around 3,7 per cent. The weak trend continued into the first months of 2015, with growth
reaching 1,9 per cent in March and 2,9 per cent in April. Deposits of non-financial companies
picked up, recording twelve-month growth rates that accelerated from 4,5 per cent in January
2014 to highs of 12,1 per cent in September 2014 and 12,3 per cent in February 2015, before
moderating to 12,1 per cent in April. The deposits held by local governments, retailers, car
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dealerships, telecommunication companies and companies involved in renewable energy
projects rose briskly in 2014 and early 2015, probably indicating signs of ongoing activity in
these areas.

Foreign currency-denominated deposits comprise about 2,6 per cent of M3 but have
nonetheless grown in value since late 2012, driven by a structural shift in depositor behaviour
alongside the weakening of the exchange value of the rand. Year-on-year growth in rand M3
averaged 6,7 per cent in 2014, compared to 28,0 per cent for foreign currency-denominated
deposits. Growth in foreign currency-denominated deposits accelerated to a peak value of
31,5 per cent in February 2015, falling back to 10,4 per cent in April when the exchange value
of the rand appreciated somewhat. For a more comprehensive overview of banks’ foreign
exposure, see the attached box.

Box 4  Foreign currency exposure of banks

South African banks are part of the global financial system and their balance sheets include assets and
liabilities with non-residents as well as assets and liabilities denominated in foreign currencies. In some
respects, South African banks are less internationally active than their international counterparts as their
foreign assets and liabilities accounted for merely 13 per cent of total assets and liabilities as at the end
of December 2014. Nonetheless, data on cross-border exposure can greatly benefit the assessment
and understanding of bank systemic risk by providing a benchmark vis-a-vis other countries in terms of
both overall market share as well as categorisation provided in the data, such as lending and borrowing
sectors and maturity and currency composition. In addition, it serves as a powerful tool for spotting
economic trends that other banking statistics cannot capture.

Total assets of banks Total liabilities of banks
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The increased pace of global financialisation and the concomitant increase in liquidity of many emerging-
market currencies has placed more focus on the currency composition of the financial assets and
liabilities of these economies. The sensitivity of foreign positions to exchange rate movements is
important due to the fact that the currency composition of foreign assets and liabilities can often be
highly asymmetric.

Therapid expansion of cross-border investment positions means that currency movements can potentially
have large balance-sheet effects. The impact of this will vary across countries, depending on the scale
of its international balance sheet, its net value position, as well as the currency composition of its assets
and liabilities. Research done by Tille (2003), Gourinchas and Rey (2007), Lane and MilesiFerretti (2003,

I

Souln aincan feseree Bank Quarterly Bulletin June 2015



2005, 2007) have highlighted that the foreign liabilities of the United States are mostly denominated in
dollars while there is a substantial non-dollar component in its foreign assets. Accordingly, unanticipated
dollar depreciation improves the net international investment position of the United States by increasing
the dollar value of its foreign assets relative to its foreign liabilities. By contrast, many emerging markets
have historically issued significant amounts of foreign currency debt — for these countries, currency
depreciation has had an adverse impact on the net foreign asset position.

Of particular interest in this context is the composition of the foreign currency exposure of South African
banks as their total holdings of foreign currency-denominated assets exceeds their foreign currency
liabilities — although by a narrowing margin — thus resulting in a net foreign currency-denominated
asset position. This implies that a depreciation of the rand reduces the size of South African banks’
overall net foreign liability position by increasing the rand value of foreign currency assets relative to the
foreign currency liabilities (the converse is true for an appreciation). However, this will also depend on the
specific foreign currency basket composition of the assets and liabilities.

Although foreign currency mismatches — the extent to which an economy’s liabilities and assets are
divergently denominated in foreign currency — does not necessarily pose a significant problem at an
aggregate level, it is possible that the aggregate net foreign currency asset position could be masking
the existence of net foreign currency liability positions for individual counterpart sectors which could
be important.

Non-resident assets of banks Non-resident liabilities of banks
R billions R billions
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The figure above illustrates that there has been a firm expansion in the non-resident assets of banks
denominated in foreign currency from June 2013 to December 2014, with growth amounting to 36
per cent over this period compared to 5 per cent growth in non-resident assets denominated in rand.
Foreign currency-denominated liabilities of non-residents recorded even more significant growth
over this period, expanding by 103 per cent compared to 39 per cent growth in non-resident rand-
denominated liabilities. Nonetheless, the foreign currency component of total liabilities of non-residents
remains much lower than the foreign currency component of total assets of non-residents. Non-resident
foreign currency-denominated liabilities constituted 61 per cent of total non-resident liabilities as at
December 2014, whereas foreign currency-denominated assets of non-residents constituted 79 per
cent of total non-resident assets. Between June 2013 and December 2014 the contribution of rand-
denominated liabilities to total liabilities of non-residents declined from 48 per cent to 39 per cent, while
the contribution of rand-denominated assets to total assets of non-residents declined from 26 per cent
to 21 per cent. The aforementioned movements resulted in an 18 per cent positive foreign currency
mismatch between assets and liabilities as at the end of December 2014. However, this ratio has steadily
been declining from the June 2013 level of 36 per cent.

Because both the foreign currency-denominated assets and liabilities of banks are subject to similar
valuation changes, it contributes to a natural foreign currency hedge position. However, this margin
declined gradually from 36 per cent in June 2013 to 19 per cent in December 2014.
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Foreign currency natural hedge
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In an accounting sense, the increase in M3 during the first quarter of 2015 was more than
fully explained by an increase in claims on the private sector — the result of resilient credit
extension to especially the corporate sector. Net claims on the government sector increased
due to a decline in government deposits, which exceeded a decrease in loans and advances
made to government by the Corporation for Public Deposits. The rise in net foreign assets was
brought about by an increase in the value of gold and foreign exchange as well as foreign-
issued derivatives held by the banking sector, which exceeded the rise in the sector’s foreign
liabilities. Net other assets and liabilities decreased, resulting from a rise in other liabilities of
banks to domestic counterparties.

Statistical counterparts of change in M3

R billions
2014 2015
2nd gr 3rd qr 4th gr 1st gr
Net foreign assets ........cccvvviiiiiiiiiiiic -1,4 -7,5 -27,5 15,3
Net claims on the government sector.............cccoevevene 5,6 21,6 6,8 8,0
Claims on the private SECIOr........ccvvvvivieiiiieeiiieeeiienn 37,1 54,3 33,4 110,1
Net other assets and liabilities ..........ccoccvvveeeiiiiiinnenn, 0,6 2,0 -19,9 -46,1
Total change in M3.......ooiiee e 41,8 70,4 -7,2 87,3

The income velocity of circulation of M3 receded moderately from 1,47 in the first quarter of
2014 to 1,45 in the fourth quarter, and further to 1,44 in the first quarter of 2015.
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Credit extension

Growthin bank credit extended to the private sector maintained arelatively stable pace of expansion
during the first quarter of 2015, with demand for credit by the corporate sector outpacing growth
in credit extension to households by far. In April 2015 the year-on-year growth in total loans and
advances was 8,7 per cent, with growth in credit extension to corporates recording a sturdy
15,1 per cent while that to households amounted to only 3,3 per cent. While banks remained
cautious in their credit extension, preferring low-risk business, the uptake of credit by the
corporate sector remained robust. Stagnating employment growth, sticky household debt levels
and relatively tight credit conditions continued to constrain growth in credit extension to the
household sector. However, in the context of the relatively low interest rate environment, the ratio
of household debt to disposable income continued to edge marginally lower.

Total loans and advances to the private sector

Percentage change
15 T T
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Total loans and advances rose by R99,7 billion in the first quarter of 2015, exceeding the
increase of R82,9 billion recorded during the first quarter of 2014 and also significantly up from
the low of R16,5 billion recorded in the final quarter of that year. The uptick was also reflected
in the quarter-to-quarter” growth rate, which increased from a recent low of 5,6 per cent in the
fourth quarter of 2014 to 7,1 per cent in the first quarter of 2015. The increase in aggregate credit
extension during the first quarter of 2015 was largely due to a rise in the usage of general loans
and bank overdrafts by the corporate sector.

Other loans and advances, which consist of general loans, bank overdrafts and credit card
advances, remained the dominant driver of credit extension during 2014 and the early months of
2015. Growth in the asset-backed credit categories remained relatively subdued but edged slightly
higher during 2014 and early 2015, mostly on account of improving growth in mortgage advances.

Following a brief contraction in the final quarter of 2014, other loans and advances increased
by R78,1 billion in the first quarter of 2015. This outperformed the significant increase of
R65,4 billion recorded during the first quarter of 2014. The corporate sector contributed 92 per
cent to the overall growth in the first quarter of 2015 compared with 87 per cent a year earlier,
while the contribution of the household sector plunged from 13 per cent to 8 per cent over the
same period. The year-on-year growth in the category for other loans and advances moderated
somewhat from a recent high of 16,7 per cent in July 2014 to 12,6 per cent in March 2015 and
13,5 per cent in April. The slowdown was partly the result of a significant deceleration in credit
card advances extended to the corporate sector during this period. However, the demand for
general loans and overdrafts by the corporate sector has remained buoyant during the past
16 months due to, among other things, the financing of working capital requirements, floor plan
loans, trade finance, renewable energy deals, and mergers and acquisitions.
{
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Composition of total loans and advances by type of credit

Quarterly change Percentage of total
Type of credit R billions loans and advances*
2014 2015 2015
1st qr 2nd qr 3rd qr 4th gr 1stgr 1st qr
Household sector
Instalment sale credit
and leasing finance 3,3 2,6 2,6 4,9 2,3 9,1
Mortgage advances.................. 6,1 6,0 2,3 4,0 9,5 30,7
Other loans and advances........ 8,3 1,1 1,6 6,9 6,3 12,6
Overdrafts ........ccccccvvcveecicnn. 3,4 2,1 -1,2 1,5 1,6 1,4
General loans.............c........... 2,6 0,3 0,8 3,3 3,1 7,6
Credit card advances............. 2,3 2,9 2,0 2,1 1,7 3,6
Total loans and advances
to the household sector........... 17,7 9,7 6,5 15,8 18,1 52,3
Corporate sector
Instalment sale credit
and leasing finance...... 2,1 2,8 2,7 1,6 1,9 41
Mortgage advances 6,0 6,7 7,9 9,0 7,8 12,3
Other loans and advances........ 57,0 20,1 36,2 -9,9 71,8 31,2
Overdrafts .........cccceecvvcencnn. 9,0 8,7 4,4 0,8 13,6 55
General loans.............c........... 47,8 10,9 31,6 -10,1 58,3 25,5
Credit cards advances .......... 0.2 0,5 0,3 -0,5 0,0 0.2
Total loans and advances
to the corporate sector............. 65,1 29,6 46,8 0,7 81,6 47,7
Total loans and advances
to the private sector................ 82,9 39,3 53,3 16,5 99,7 100,0

* Expressed as percentage of outstanding balances of total loans and advances (excluding investments and bills)

Twelve-month growth in general loans to households fluctuated below 5 per cent for most of
2014, compared to rates in excess of 30 per cent prior to 2013. In April 2015 growth measured
2,9 per cent, slightly down from 4,1 per cent recorded in January. The slowdown in this credit
category reflected caution by some households and a debt constraint by others in the wake
of weak growth in employment and income, which was exacerbated by interest rate increases
in 2014 and relatively tight lending conditions. The implementation of the Regulations for
Affordability Assessment as part of the revisions to the National Credit Regulations from March
2015, may further serve to restrain the uptake of credit by the household sector.

Mortgage advances, which made up around 54 per cent of total loans and advances in 2010,
gradually dwindled to 43 per cent of the total in recent months as it lost ground to instalment
sale credit and general loans. However, after falling from an average monthly increase of
more than R9 billion prior to the financial crisis in 2008 to less than R2 billion per month in
2012, the average monthly increase in banks’ mortgage book rebounded to R4 billion in 2014
and improved further to R5%2 billion per month in the four months to April 2015. The current
recovery in mortgage advances has been skewed towards commercial property, while growth
in mortgage advances on residential property also gained pace, albeit more modestly. The
increase in mortgage advances on commercial property could partly be attributed to a rise in
loans to listed property funds, some of which have been bulking up their property portfolios.
Twelve-month growth in mortgage advances gradually edged higher throughout 2014 and early
2015, reaching levels last seen in 2010. In April 2015 the year-on-year growth came to 4,9 per
cent, up from growth of less than 3 per cent at the same time a year earlier. Elevated capital
repayments on mortgage advances have partly contributed to the moderate growth in net new
mortgage advances over the past three years, although capital repayments slowed somewhat
after the increase ininterest rates in January and July 2014 as a larger part of monthly instalments
was absorbed by the interest component.
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The rate of expansion in instalment sale and leasing finance, which mainly represents the
financing of new and second-hand vehicles, gradually rebounded from 2010 to reach a peak
towards the end of 2013. Since then, growth rates have moderated to levels last seen in 2011.
The quarterly growth in instalment sale and leasing finance amounted to R4,3 billion in the first
quarter of 2015, lower than the R5,4 billion recorded in the same period of 2014. Twelve-month
growth declined from a peak of 14,2 per cent in October 2013 to 6,4 per cent in March 2015 and
6,0 per cent in April due to a decline in especially the consumer-driven new car market, while
corporates also cut down on their usage of instalment sale credit. NAAMSA anticipates only
marginal volume growth in domestic vehicle sales in 2015, assuming a slight improvement in
the domestic economic growth rate. The South African vehicle manufacturing industry’s volume
growth in 2015 seems more likely to come from vehicle exports, which generally do not translate
into domestic instalment sale and leasing finance business.

The corporate sector’s reliance on bank-intermediated funding edged higher in 2014 and early
2015, diverging further from the weak growth in credit extension to the household sector. The
noticeable increase in credit extension to the corporate sector was particularly robust in general
loans and bank overdrafts.

Bank loans and advances by type:
Extended to corporate sector Extended to household sector

Percentage change over twelve months Percentage change over twelve months
35
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Year-on-year growth in credit extension to the corporate sector accelerated from an average
rate of 8,3 per cent in 2013 to 13,9 per cent a year later. The corporate sector’s reliance on bank
credit remained buoyant in the opening months of 2015 to reach 15,1 per cent in April 2015. The
recovery in loans and advances extended to the corporate sector in 2014 was partly boosted by
the renewable energy initiative of government. By economic sector, growth in the first quarter of
2015 was dominated by the electricity, gas and water and the agricultural sectors, followed by
mining, real estate, construction and finance.

Twelve-month growth in credit extension to the household sector has receded over the past
year, reaching an average rate of 4,3 per cent in 2014, down from an average of 8,3 per cent a
year earlier. Growth remained sluggish in the opening months of 2015, reaching 3,3 per cent in
April. Quarterly growth in credit extension to households increased marginally from R17,7 billion
in the first quarter of 2014 to R18,1 billion in the same quarter of 2015. The modest increase
was largely supported by an increase in mortgage advances, while instalment sale credit and
general loans to the household sector declined during the first quarter of 2015.
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Interest rates and yields

Given the subdued state of the domestic economy, the Monetary Policy Committee (MPC)
kept the repurchase rate unchanged at the May 2015 meeting. The MPC remained mindful
that the near-term inflation outlook had deteriorated, leaving little room to pause the process of
domestic monetary policy normalisation. The partial reversal of the recent petrol price declines,
emerging upside pressures on food prices, possible further electricity tariff increases, and a
further depreciation in the exchange rate of the rand added to the risk of inflation overshooting.
For the full March and May 2015 MPC statements, see pages 75 to 83 of this Quarterly Bulletin.

Short-term money market rates tracked the sideways movement in the repurchase rate
during the first five month of 2015, while longer-dated instruments have progressively priced
in the possibility of policy tightening before the end of the year. For example, the three-month
Johannesburg Interbank Average Rate (Jibar), which stood at 6,13 per cent towards the end of
December 2014, trended sideways during the first five months of 2015 to record 6,13 per cent
on 15 June. By contrast, the twelve-month Jibar increased from a recent low of 6,88 per cent
on 23 January 2015 to 7,53 per cent on 14 May, following the depreciation in the exchange
value of the rand. The Jibar inched higher after the exchange value of the rand depreciated
somewhat and the monetary policy stance was kept unchanged, and amounted to 7,54 per
cent on 15 June.

Money-market rates
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The tender rate on 91-day Treasury bills followed a downward trend during the first quarter of
2015, declining by 36 basis points from 6,13 per cent on 8 January 2015 to 5,77 per cent on
20 March. This was the largest decline recorded in the past two years and reflected an increase
in demand for the bills. Subsequently, the rate fluctuated in a narrow range and stood at
5,71 per cent on 15 June.

The South African Benchmark Overnight Rate (Sabor) on deposits remained relatively stable,
fluctuating well within the standing facility limits during the first half of 2015. By contrast, the
rate on one-day rand funding in the foreign-exchange swap market (overnight FX rate) moved
from an outlier value of 4,62 per cent on 2 January 2015 to 6,39 per cent on 14 April. This partly
reflected a normalisation in this market after a period of excess liquidity whereby some offshore
banks were unwinding part of their long rand positions. By mid-June 2015, the Sabor rate stood
at 5,69 per cent and the overnight FX rate at 6,02 per cent.
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After falling back sharply in January 2015, alongside declining oil prices and the announcement
of the asset-purchasing programme by the European Central Bank, rates on forward rate

Benchmark overnight rates
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agreements (FRAs) once again started fluctuating higher. FRA rates tracked the weakening

exchange value of the rand and progressively started discounting a tightening of domestic

monetary policy, with more pronounced movements in longer-term rates. For example,

the twelve-month FRA rose by 111 basis points from 5,92 per cent on 29 January 2015 to

7,03 per cent on 15 June 2015. The three-month FRA followed a similar trend as it increased from
5,89 per cent on 29 January to 6,38 per cent on 24 April. However, the rate subsequently levelled

out and remained relatively flat around the end of May, especially after the unchanged policy

decision of the MPC on 21 May. By 15 June the short-term rate amounted to 6,39 per cent.
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Rates on forward rate agreements demonstrate market expectations of a gradual increase
in money-market interest rates of roughly half a percentage point over the forthcoming nine
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months in the US, with a more modest increase in the UK and essentially unchanged rates in
Japan and the euro area. At the same time, the South African forward rate yield curve suggests
an expected increase of more than three quarters of a percentage point over the same period.
Given the underlying inflation environments, the level of South African rates is generally much
higher than those of the developed economies.

The prime lending rate and the predominant rate on mortgage loans remained unchanged
at 9,25 per cent, following the decision at the May 2015 MPC meeting to keep the policy rate
unchanged. Similarly, rates on different deposit and loan categories of private-sector banks
remained stable.

South African bond yields reversed course in the first five months of 2015. Initially driven by the
lower oil price and resultant impact on inflation expectations, South African bond yields declined
notably in January 2015. Subsequently, yields increased significantly, despite the slowing of
historical consumer price inflation to a four-year low. This upturn in bond yields as from February
2015 was fuelled by several factors, including:

—  the depreciation in the exchange value of the rand;

—  the recovery, albeit limited, in the oil price;

— uncertainty about Greece’s debt arrangements and the timing of the first US rate increase; and

— the general risk aversion that prevailed along with tension in the Middle East, contributing
to a sell-off in emerging-market bonds.

Ten-year government bond yield and its drivers
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Higher bond yields were also supported by a larger fiscal deficit provided for in the 2075 Budget,
and a less optimistic view on inflation prospects. The daily average yield on the South African
R186 government bond (maturing in 2025/26/27) increased from a low of 7,07 per cent at the
end of January 2015 to 8,32 per cent on 12 June. Similarly, the daily closing yield on the US 10-
year government bond increased by 69 basis points from 1,66 per cent to 2,35 per cent over
the same period.

Break-even inflation rates, a proxy for expected inflation, confirmed inflation concerns as they
increased across all maturities from February 2015 along with the weaker rand. The break-even
inflation rate in the eight-year maturity range increased from 5,24 per cent on 30 January 2015
10 6,49 per cent on 12 June as the nominal yield on conventional bonds increased while the real
yield on inflation-linked bonds declined.

Tracking the recent upsurge in domestic bond vyields, the currency risk ,oremiumg on South
African government bonds widened from 305 basis points in January 2015 to 390 basis points
in May as yields on rand-denominated bonds increased more pronouncedly than yields on
dollar-denominated bonds.

The JPMorgan Emerging Markets Bond Index Plus (EMBI+)"” yield spread above US government
bonds narrowed from 433 basis points at the end of January 2015 to 383 basis points in May as
investor sentiment started to improve somewhat. The sovereign risk premium on South African
government US dollar-denominated bonds in the ten-year maturity range trading in international
markets also narrowed from 224 basis points to 201 basis points over the same period.

Money market

The actual daily liquidity requirement of private-sector banks varied between a high of
R43,3 billion and a low of R34,3 billion during the first quarter of 2015, narrower than the
seasonally boosted range of between R27,6 bilion and R45,7 billion recorded in the fourth
quarter of 2014. Despite the slowdown, the gradual longer-term rise in the daily liquidity
requirement of private-sector banks reflected the reforms introduced in recent years to keep the
money-market shortage more closely aligned with conditions in the money market, ultimately
improving the effectiveness of the transmission of monetary policy. Since the introduction of
the new liquidity management strategy in August 2013, the actual average liquidity requirement
increased from R22,4 billion to R40,5 billion as at 30 May 2015.

Liquidity requirement
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During the first quarter of 2015, liquidity to the net amount of R1,1 billion was injected into the
money market, compared to a net drainage of R7,0 billion recorded in the last quarter of 2014.
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In the first quarter of 2015, the net effect of the change in the amount of notes and coin in
circulation outside the Bank and banks’ required cash reserve deposits was an expansion of
money-market liquidity by R9,5 billion. The Bank utilised its liquidity management instruments to
partly sterilise the (largely seasonal) factors that impact on money-market liquidity and drained
R7,3 billion from the money market during this period. During April and May 2015, liquidity
management operations drained R2,9 billion from the market.

Spot foreign-exchange transactions entered into by the Bank amounted to R1,3 billion during the
first quarter of 2015 and had a contracting impact on money-market liquidity. At the same time,
foreign-exchange swaps of R10 billion were entered into by the Bank, which further tightened
liquidity in the money-market. During the first quarter of 2015, the Bank sold R1 billion worth of
US dollars that were earmarked for the Reconstruction and Development Programme (RDP).
The proceeds of the sale were deposited into National Treasury’s RDP account with the Bank.

As an aid to liquidity, trade and investment, the Bank signed a three-year bilateral currency
swap agreement on 10 April 2015 with the People’s Bank of China for the exchange of local
currencies between the two central banks of up to R57 billion, or CNY30 billion. The agreement
will ensure greater financial market stability as it could act as a mitigating resource if short-term
balance-of-payment pressures were to be experienced. The bilateral swap line could also be
used to provide liquidity to domestic users of foreign currency in cases of liquidity shortages.

Money-market liquidity flows

R billions (easing + tightening -)

2013 2014

Oct-Dec Jan-Mar  Apr-May

Notes and coin in CIrCUIAtION ..........ceiiiiiiiiieice e -18,0 9,5 2,4
Change in cash reSernve aCCOUNTS. .....cuvvviiiiieiiie e 2,8 1,7 -4,7
Money-market effect of SARB” foreign-exchange transactions 05 13 01
N SPOE MAKET ..evi i ’ ’ ’
Government deposits With SARB .....viiiiiiiiicce e 0,0 0,0 0,0
Use of liquidity management inStruments .........ccooovveeiiieniiiieniiieeen 7,9 -7,3 -2,9
Reverse repurchase tranSactionS ...........coovvveiiiiieiiiieeiie e 1,3 -0,4 0,0
SARB dEDENTUIES ... 1,9 -2,9 2,0
Forward POSItION (SWAPS) ..veevvvreeiireeeiireeiiieesiiee e niie e siaeesneeesaae e 10,0 -10,0 0,1
Corporation for Public Deposits call deposits with SARB.................... -5,3 6,1 -5,0
OFher ITBMS NBL ..o 0,7 2,2 0,6
Liquidity provided to banking system............ccccoviiiiiiiiiiiiie -7,0 1,1 -4,7

* SARB: South African Reserve Bank

Capital redemption payments and scheduled coupon interest payments on various government
bonds amounting to R33,2 billion were effected from the government tax and loan accounts
during the opening quarter of 2015, with only RO,1 billion of this amount accruing to the Bank.

Bond market

The national government contributed to the bulk of public-sector bond issuances. This sector’s
net bond issuances (excluding commercial paper) amounted to R80 billion in the first five
months of 2015, while net issues of R5 billion were recorded by the private sector over the
same period. These bond issuances were mainly from banks. Bond issuances by non-bank
companies were disappointing as bank lending to companies proceeded briskly, with the
refinancing of maturing debt not necessarily being done in the listed bond market. The amount
of commercial paper listed on the JSE dwindled from R54 billion in January 2009 to R24 billion
in May 2015, mainly due to low levels of secondary market liquidity following subdued demand.
A decline across all issuer categories was evident, with asset-backed commercial paper still the
largest contributor to issuances in the market. In total, the outstanding nominal value of debt
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securities listed on the JSE increased by R86 billion in the first five months of 2015 to reach
R2,2 trillion at the end of May.

Commercial paper listed on the JSE by issuer sector
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After more subdued trade in 2014, turnover in the secondary bond market recovered in 2015,
boosted by the higher volumes traded and lower bond yields. The daily average turnover of
R95 billion in the first five months of 2015 was 18 per cent higher than the daily average value
traded in 2014. Bond market returns dwindled during 2015 as reflected in the gain of only 2 per
cent in the All-Bond Index (ALBI) in the first five months of 2015. The R186 government bond
(due 2025/26/27) was the most liquid government bond traded in the first five months of 2015
followed by the R203 bond (due 2017), reflecting higher liquidity in the short-to-medium-term
maturity range.

Rand-denominated bond issuances in the European bond markets picked up from 2013 as
issuers used these instruments for funding diversification and as investors were attracted to
the combination of high yields and highly rated issuers. The issuances of rand-denominated
bonds in these markets increased from R10 billion in 2012 to R25 billion in 2013 and further
to R29 billion in 2014. In the first five months of 2015, rand-denominated bond issuances in
the European bond markets amounted to R11 billion. By contrast, rand-denominated bond

Rand-denominated bond issuances in the Eurorand and
Uridashi bond markets
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issuances in the Japanese Uridashi bond market faded noticeable in 2014. These issuances
declined from R10 billion in 2013 to only R1,9 billion in 2014, probably influenced by the asset
allocation legislative changes impacting Japan’s Government Pension Investment Fund (GPIF).
Rand-denominated bond issuances in the Uridashi bond market in the five months to May 2015
were, however, more positive at R3,5 billion. Total net issues of rand-denominated bonds in
both markets, amounting to R7,9 billion in the first five months of 2015, were notably less than
the net issues of R13 billion recorded in the corresponding period of 2014.

Exchange-reported data show net sales of local bonds by non-residents for three consecutive
quarters since the third quarter of 2014. Non-residents reduced their holdings of domestic
bonds significantly in both the third and fourth quarters of 2014. Further net sales of local debt
securities by non-residents to the value of R11 billion were recorded in the first quarter of 2015.
Weak non-resident activity possibly tracked concerns, among other things, over sovereign
credit rating downgrades and declining bond yields over that period. Despite non-residents’
net sales of local bonds being followed by net purchases in April, with yields at the same time
increasing, cumulatively non-residents were net sellers of local bonds thus far in 2015.

Share market

According to the World Economic Forum’s Global Competitiveness Report 2014-2015, the JSE
continued to maintain its high standards and was ranked first for well-regulated and supervised
securities exchanges, and third for efficient funding through the local equity market. This was
clearly reflected in the continued robust amount of equity capital raised by listed companies
on the JSE in the domestic and international primary share markets of R92 billion in the first
five months of 2015 — outperforming funding over the same period of 2014 by 29 per cent.
Boosted by high share prices, capital raised in the first quarter of 2015 reached an all-time high at
R73 billion, surpassing the recent quarterly record high of R55 billion in the second quarter of
2014. Companies with primary listings on the JSE and, in particular, industrial-sector companies
accounted for a significant share of equity funding at 93 per cent and 69 per cent respectively of
the total capital raised in the five months to May 2015. This was mainly due to transactions by a
large furniture company in February and March 2015 issuing shares to acquire a stake in a retailer.

JSE share turnover and market capitalisation

R billions R trillions
25 13
/\,\ — 12
20 /\d — 11
— 10
15 |- —1°

5 — 5

— 4

0 3
2009 2010 2011 2012 2013 2014 2015

Average daily share turnover
= \arket capitalisation (right-hand scale)

I

suul minean Reserve Bank Quarterly Bulletin June 2015



Turnover in the secondary share market remained high in the first five months of 2015 with the
value of shares traded on the JSE averaging R19 billion per day. This surpassed turnover in the
corresponding period of 2014 by 17 per cent, which was supported by record-high share prices
and higher volumes traded. Elevated share prices also boosted the market capitalisation of the
JSE higher by 8 per cent from a recent low in December 2014 to an all-time high of R12 trillion
in April 2015, before receding slightly to May.

Following exchange-reported net sales of domestic shares by non-residents from November
2014, non-resident activity in the domestic secondary share market reversed its trend in March
2015 with record-high monthly net purchases of shares to the amount of R18 billion, alongside
the strong performance in the equity market that boosted investor tolerance for riskier emerging-
market assets. This contributed to cumulative net purchases of R19 billion in the first five months
of 2015, somewhat higher than the net purchases recorded in the corresponding period of
2014. Subsequently, non-residents’ participation rate, measured as their purchases and sales
as a percentage of the total value of shares traded on the JSE, increased from 19 per cent in
2014 to an average of 21 per cent in the first five months of 2015.

After recording losses in the latter part of 2014, domestic share prices continued to reach new
record highs in early 2015. For example, the FTSE/JSE All-Share Price Index (Alsi) increased by
18 per cent from a recent low of 46 673 index points on 15 October 2014 to an all-time high of
55188 index points on 24 April 2015. The increase in the Alsi tracked, among other things, higher
international equity prices, the depreciation in the exchange value of the rand, and monetary
stimulus measures in support of the Chinese economy. Higher share prices of companies in
the financial and industrial sectors supported the Alsi over this period of recovery, recording
gains of 32 per cent and 25 per cent respectively. More recently, the Alsi followed global equity
markets lower, declining by 6 per cent to 51 829 index points on 12 June, partly as a result of
some profit-taking following the recent strong rallies, and uncertainty regarding the tightening
of US interest rates. In US dollar terms, the Alsi declined by 1 per cent from 15 October 2014
to 12 June 2015, while the US Standard and Poor’s (S&P) 500 Composite Index and the Euro
Stoxx 50 Index rose by 12 per cent and 21 per cent respectively over the same period.

Share prices on the JSE
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Total earnings of companies listed on the JSE fell by 3 per cent in the first five months of 2015,
lifting the price-earnings ratio of all classes of shares from 16,8 in January 2015 to 19,4 in May —
its highest level since January 2014. Although dividends declared increased, the dividend yield
for JSE-listed companies decreased from 2,4 per cent in January 2015 to 2,3 per cent in May,
reflecting increased share prices.
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Market for exchange-traded derivatives

Some 1,3 million commodity futures and options contracts were traded on the Commodity
Derivatives Market of the JSE during the first five months of 2015, representing a 15 per cent
increase when compared with the volumes traded in the corresponding period of 2014. Brisk
trading activity has accompanied marked increases in the domestic prices of agricultural
commodities since the latter part of 2014. Domestic maize prices were supported largely by
the weaker exchange value of the rand and recent severe drought conditions which damaged
crops in the country’s main producing regions, thereby prompting imports of the yellow maize
variety for the first time in almost a year. This gave rise to the spot price of white maize trading
noticeably higher than yellow maize since February 2015. Meanwhile, prices of domestic wheat
have been on a lower trajectory since January 2015. However, the new wheat import tariff that
came into effect on 13 March 2015, set at R461 per ton —an increase of a significant 194 per cent
— together with movements in the exchange value of the rand as well as other production and
transport costs are expected to push domestic wheat prices higher in the upcoming months.
Customarily, domestic wheat prices continued to trade alongside import parity levels. These
increases in agricultural prices are likely to push the consumer prices of staple foods higher.
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In April 2015 the JSE announced its new swap futures licensing partnership with Eris Exchange
(Eris), a US-based futures exchange group, to list interest rate, cross-currency and credit default
swap futures on the JSE based on the Eris methodology. This initiative envisages offering market
participants the regulatory certainty of futures, while also allowing them the capital efficiency of
over-the-counter swaps and broadening their international exposure.
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During the five months to May 2015, trading activity in the currency derivatives market of the
JSE was more subdued. The volume traded in currency derivatives was 7 per cent lower than
in the same period of 2014, as the market continued to be influenced by the volatile movements
in the exchange value of the rand. By contrast, the interest rate derivatives market registered an
increase of 16 per cent in trading activity over the same period. Turnover in all derivatives traded
on the JSE during the first five months of 2015 is indicated in the accompanying table.

Derivatives turnover on the JSE, January to May 2015

Change over

Type of derivative Value one year
R billions Per cent
B QUILY et 2288 8
WVAITANES ... 0,3 -16
COMMOIEY ..ttt e e e e e e 251 15
INEErEST FATE .. 355 25
CUIMENCY ...ttt 200 -6

Real-estate market

The South African house market seemingly continued to reflect the subdued economic conditions.
Affected by a declining trend in month-on-month house price inflation, the year-on-year increases
in the nominal value of the residential property market softened somewhat further in May 2015,
ranging between 4 per cent and 6 per cent across the different barometers. The gradual declining
trend in nominal house price growth since the fourth quarter of 2014 was consistent with lacklustre
economic growth and low levels of consumer confidence, together with concerns regarding
inflation and interest rate increases. Nominal house price inflation, however, still outperformed
consumer price inflation, although real house price inflation also decelerated in recent months.
According to First National Bank, this was also manifested by the increase in the average number
of weeks that residential properties remained on the market; this indicator increased over the past
two quarters and came to nearly 13 weeks in the first quarter of 2015.

House prices
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11 These institutions
consist of unit trusts,
the Public Investment
Corporation, long- and
short-term insurers,
public and private pension
funds, participation
bond schemes, finance
companies and non-
monetary public
financial corporations.
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Non-bank financial intermediaries

The balance sheet of non-bank financial institutions expanded in the first quarter of 2015,
supported by higher asset prices. The total assets of these intermediaries increased by 4 per
cent from the final quarter of 2014 to a level of R7,9 trillion in the first quarter of 2015, with the bulk
contributed by the Public Investment Corporation and long-term insurance companies. Increases
in the financial assets of these intermediaries also have positive wealth effects that are reflected
on the balance sheet of households. The trend in the asset allocation of these institutions has
largely mirrored developments in domestic financial market conditions in the first quarter of 2015,
as equities and bonds were the preferred asset classes for intermediating funds.

Reflecting higher equity prices, holdings of shares increased by 1 percentage point from the
final quarter of 2014 to 58 per cent of total assets in the first quarter of 2015. The increase in
exposure to the equity market was underpinned by lower risk aversion in the financial markets.

Investors’ appetite for cash and deposits was subdued, alongside a relatively low interest rate
environment. Holdings of cash by these institutions remained unchanged at 6 per cent of total
assets in the final quarter of 2014 and the first quarter of 2015. Meanwhile, net outflows from
money-market unit trusts declined from R11 billion in the fourth quarter of 2014 to R2,4 billion
in the first quarter of 2015.

Asset holdings of non-bank financial institutions
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Holdings of fixed-interest securities by these institutions remained unchanged at 28 per cent of
total assets in the final quarter of 2014 and the first quarter of 2015. The favourable performance
of the equity market and the low level of interest rates could encourage a further reallocation of
funds from cash to equities and bonds in the first half of 2015.

As part of ongoing regulatory developments affecting non-bank financial institutions, in April
2015 National Treasury and the Financial Services Board released a draft Insurance Bill for
comments. The Bill provides a framework for the prudential supervision of the insurance sector
that is consistent with international standards. The Bill also aims to replace and consolidate
substantial parts of the existing Long-term Insurance Act 52 of 1998 and the Short-term
Insurance Act 53 of 1998 that relate to prudential supervision.

According to the Solvency Assessment and Management Economic Impact Study Report
released by the Financial Services Board in February 2015, the Solvency Assessment
Management (SAM) regime for insurers is likely to lead to better risk management and a more
stable financial sector.
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Public finance

. . . . . 12

12 Calculated as the
Non-financial public-sector borrowing requirement VG
of the consolidated

During fiscal 2014/15, the non-financial public-sector borrowing requirement amounted to central, provincial and

R212 billion — some R16 billion higher than in fiscal 2013/14. The borrowing requirement could fﬁ;'n%%\fﬁglngggtls’

have deteriorated further had it not been for the significant surpluses recorded by extra- public enterprises
budgetary institutions and social security funds. However, the borrowing requirement remained QidiechRorElion;
high as a result of large deficits recorded by national government and by the non-financial public

enterprises and corporations. The higher cash deficit of national government was on account of

higher interest payments and grant transfers to other levels of general government, primarily to

provincial governments. The higher deficit by non-financial public enterprises and corporations

was due to an increase of 9,3 per cent in cash payments for operating activities in fiscal 2014/15

compared with the previous fiscal year.

Non-financial public-sector borrowing requirement
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As a percentage of gross domestic product, the non-financial public-sector borrowing
requirement amounted to 5,5 per cent in fiscal 2014/15, only fractionally higher than the ratio of
5,4 per cent recorded a year earlier.

Non-financial public-sector borrowing requirement

R billions
Level of government 2013/14* 2014/15*
Consolidated general goOvernmMENt ...........coovviiiiiciiiiiice e 138,6 126,4
National GOVEIMMENT........uiiiiiiiiiiiciie e 158,6 163,2
Extra-budgetary iNStitutions ..........cccovviiiiiiii -4,5 -10,2
Social security funds... -12,5 -20,4
Provincial gQOVEIMMENTS.......cocviiiiiie e -5,1 -6,4
LOCal QOVEIMMENTS ...eiiiii i 2,1 0,2
Non-financial public enterprises and corporations ..........ccccccceevvvvvveeenn. 57,3 85,5
O™ et e 195,9 =~ 2119
54 55

* Deficit + surplus —
** Components may not add up to totals due to rounding
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The borrowing requirement of the consolidated general government amounted to R126 billion
in fiscal 2014/15, or approximately R12 billion lower than in fiscal 2013/14. This was on account
of higher surpluses recorded by extra-budgetary institutions and social security funds. As a
ratio of gross domestic product, the consolidated general government borrowing requirement
amounted to 3,3 per cent in fiscal 2014/15 compared with 3,8 per cent a year earlier.

The financial activities of the non-financial public enterprises and corporations recorded a
preliminary cash deficit of R85,5 billion in fiscal 2014/15, in line with the revised budgeted cash
deficit of R85,4 billion as indicated in the Budget Review 2015. The 2014/15 cash deficit was
substantially higher than the cash deficit of R57,3 billion recorded in the previous fiscal year, as
pronounced growth in total expenditure far outpaced the growth in total receipts.

Preliminary estimates indicate that net investment in non-financial assets by non-financial
public enterprises and corporations amounted to R119 billion in fiscal 2014/15, slightly lower
than the R122 billion recorded in the previous fiscal year. Non-financial public enterprises and
corporations continued to focus their capital spending on economic infrastructure, such as
roads and transport, water and sanitation, and electricity. At the same time, some entities
also stepped up their expenditure on the maintenance of plant and equipment, and faced
notably higher interest costs as their indebtedness rose. Non-financial public enterprises and
corporations continued tapping into the bond market through the net issuance of marketable
instruments to the value of R23 billion in fiscal 2014/15. This brought the total outstanding
marketable bonds of the non-financial public enterprises and corporations to R230 billion at
the end of March 2015. The major state-owned companies — Eskom, Transnet and the South
African National Roads Agency Limited (SANRAL) — accounted for 85,6 per cent of this total.
At the same time, Eskom was owed a total of R9 billion, of which R5 billion was owed by
households and the balance by municipalities.

An analysis of national government finance statistics showed that annual cash receipts from
operating activities surpassed R1 000 billion for the first time as it amounted to R1 011 billion in
fiscal 2014/15, or 9,4 per cent more than in the preceding fiscal year. Buoyant tax receipts from
personal income tax and taxes on property in the year resulted in the solid increase in national
government cash receipts.

In fiscal 2014/15, cash payments for operating activities of national government recorded a
year-on-year rate of increase of 8,6 per cent, amounting to R1 154 billion in the full fiscal year.
Compensation of employees increased by 4,4 per cent year on year — much lower than the
year-on-year rate of increase of 11,3 per cent recorded in the previous fiscal year. Grants to
other levels of government included in cash payments for operating activities amounted to
R640 billion in fiscal 2014/15 — some 6,0 per cent more than a year earlier. These grants
accounted for 55,4 per of the total expenses of national government, of which provincial
governments received the largest share.

Net cash flow from operating activities, along with net investment in non-financial assets,
resulted in a cash deficit of R163 billion in fiscal 2014/15. This could be compared with a cash
deficit of R159 billion recorded in fiscal 2013/14.

In fiscal 2014/15, provincial governments’ financial activities resulted in a cash surplus of
R6,4 billion — R1,3 billion higher than the surplus recorded in fiscal 2013/14. The increased
cash surplus was due to higher growth in cash receipts, which outweighed the growth in total
expenditure. The Budget Review 2014 projected that this level of government would record a
cash surplus of R3,0 billion in fiscal 2014/15.

During the period under review, total provincial government cash receipts amounted to
R460 billion, representing a year-on-year rate of increase of 7,1 per cent. Grants from national
government remained the main source of provincial government’s cash receipts and amounted
to R445 billion. Transfers to this sphere of government include equitable share transfers and
conditional grants earmarked for specific purposes.
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Cash payments for operating activities, together with net investment in non-financial assets,
resulted in a total expenditure of R454 billion in fiscal 2014/15. This was 6,9 per cent more than
the total expenditure recorded in the previous fiscal year. The bulk of provincial government
expenditure was on personnel costs, which amounted to R273 bilion — equivalent to
60 per cent of total expenditure. The effect of above-inflation wage increases was particularly
pronounced in the health and education sectors, which employ a large number of personnel to
provide the necessary services.

Provincial government compensation of employees
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Provincial governments’ deposits with the Corporation for Public Deposits increased from
R13,1 billion at the end of March 2014 to R21,3 billion at the end of March 2015. At the same
time, their deposits with private banks increased by R0,4 billion to R10,8 billion, while their
overall indebtedness to banks decreased from R1,8 billion to RO,4 billion over the same period.

Unaudited local government statistics indicate that consolidated local government recorded a
small cash deficit of RO,2 billion in fiscal 2014/15 compared with a cash deficit of R2,2 billion
registered in the previous fiscal year. Strong growth in cash receipts outpaced the growth in
cash payments over the latest year.

During fiscal 2014/15, local government cash receipts from operating activities amounted to
R320 billion, representing a year-on-year rate of increase of 9,6 per cent. Strong increases in
inter-governmental transfers as well as the sales of goods and services contributed to the rise in
cash receipts. Municipal own revenue increased considerably with sales of water, electricity and
gas, which totalled R113 billion during the period under review. Municipalities received a general
fuel levy amount of R10,2 billion as part of the sharing agreement with national government.

Cash payments for operating activities increased by 9,6 per cent to amount to R264 billion in
fiscal 2014/15. The sizeable increase in the total expense could be attributed to the purchases
of goods and services, of which purchases of water, electricity and gas accounted for 42 per
cent; municipalities distribute these to consumers, adding a surcharge to raise own revenue and
supplement inter-governmental transfers in the financing of their operations. During the period
under review, net investment in non-financial assets recorded a year-on-year rate of increase of
5,6 per cent and came to R56 billion — some R3,0 billion more than in the previous fiscal year.
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Municipal trade in energy and water*
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* Purchases and sales of water and electricity by municipalities are recorded on an invoice basis, that is,
when the municipality receives an invoice from the suppliers of bulk water and electricity, a purchase
is recorded and, similarly, when the municipality invoices the consumers for the consumption of water
and electricity, a sale is recorded. Transactions include prepaid cash as well as payables to service providers
(creditors), receivables from consumers (debtors) and cash prepayments for water and electricity
by consumers.

Preliminary estimates indicate that extra-budgetary institutions recorded a cash surplus of
R2,4 billion in the last quarter of fiscal 2014/15. This brought the total preliminary cash surplus in
fiscal 2014/15 to R10,2 billion — significantly higher than the cash surplus of R4,5 billion recorded
in the previous fiscal year.

Social security funds recorded a preliminary cash surplus of R20,4 billion in the period under
review — R7,9 billion more than the cash surplus recorded in fiscal 2013/14. The significantly
higher cash surplus could be attributed to an increase in social contributions by employers,
while the social benefits paid to beneficiaries increased steadily.

Budget comparable analysis of national government finance

Data for the full fiscal year 2014/15 indicate that national government expenditure and revenue
fell below the original February 2014 budgeted projections, but both fiscal measures were
closely aligned with the revised February 2015 projections. The growth rate recorded in revenue
slightly outpaced that of expenditure. A higher cash-book deficit was recorded when compared
with the previous fiscal year.

National government finances: key statistics

Year-on-year growth rates

Budgeted Revised
Feb 2014 Feb 2015 Actual
Full 2014/15 Full 2014/15 Full 2014/15

Per cent
EXPENAITUIE 1. 9,1 8,3 8,0
REVENUE ..ot 9,3 8,4 8,4
DEFICI .o R180 billion R181 billion R177 billion
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In fiscal 2014/15, national government expenditure amounted to R1 131 billion, representing a
year-on-year rate of increase of 8,0 per cent. Spending was originally budgeted to increase by
9,1 per cent year on year to amount to R1 143 billion for the full fiscal year. However, in the Budget
Review 2015, expenditure was revised downwards to R1 135 billion, or 8,3 per cent more than
in the previous fiscal year. As a proportion of gross domestic product, national government
expenditure amounted to 29,4 per cent in fiscal 2014/15, remaining broadly unchanged when
compared with the expenditure ratio recorded in fiscal 2013/14.

Expenditure in all the voted spending categories fell short of budgeted expectations in 2014/15,
as shown in the accompanying table. Voted expenditure consists of current payments, transfers
and subsidies, and payments for capital and financial assets.

National government expenditure in fiscal 2014/15

Originally budgeted Actual
Full 2014/15 Full 2014/15
Expenditure item
R billions P‘zfaer:gz?e R billions Pirh‘:::;?e

Voted amOUNES ......vvvvveeeecicciiiiecceeecce e 635,4 9,1 625,7 7,4

Current payments 181,0 6,2 178,2 4,6

Transfers and subsidies 433,1 9,6 428,8 856

Payments for capital aSSets.............c.cccvvvrraann. 17,7 26,1 15,2 8,3

Payments for financial assets..............c.......... 3,6 16,3 3,5 13,0
Statutory amounts™ ... 507,2 9,1 505,8 8,8

Of which: Interest on debt.............cccevevvinnnns 114,8 13,6 114,6 13,4
Total expenditure.......ceeeeeceeeeeeeee e 1142,6 9,1 11314 8,0

Fiscal 2013/14 to fiscal 2014/15
* Including extraordinary payments

Current payments recorded a year-on-year rate of increase of 4,6 per cent, with the Justice,
Crime Prevention and Security cluster accounting for 74,7 per cent of total current payments.
Spending by the departments of Defence and Military Veterans as well as Police continued
to be the largest contributors to current payments. Underspending in current payments were
recorded by the departments of Cooperative Governance and Traditional Affairs, Health, Rural
Development and Land Reform, and Water and Sanitation to the amount of R2 billion.

Higher transfers and subsidies were driven by an increase in spending by the departments
responsible for education, health and social services. These departments all form part of the
Social Services cluster, which accounted for 49,8 per cent of total transfers and subsidies.
Transfers and subsidies also increased on account of spending by the departments of
Cooperative Governance and Traditional Affairs, Transport, Human Settlements and National
Treasury. The Department of Cooperative Governance and Traditional Affairs paid the local
government an equitable share grant of R44,5 billion in fiscal 2014/15.

In fiscal 2014/15, payments for capital assets amounted to R15,2 billion, or 8,3 per cent more
than in the previous fiscal year. According to the Budget Review 2074, this spending item
was projected to amount to R17,7 billion. However, in the Budget Review 2015, this spending
category was revised downwards to R15,5 billion. The Department for Water and Sanitation fell
behind to only spend about 73 per cent of its revised budgeted expenditure. Capital spending
was on bulk water infrastructure build schemes mainly through the Regional Implementation
and Support Programme.

During fiscal 2014/15, payments for financial assets amounted to R3,5 billion, some 13,0 per cent
higher than the total spent in the previous fiscal year. Included in this total was some R3,3 billion
paid by National Treasury under the financial investment sub-programme. The sub-programme
provides for funding needs of state-owned companies, such as the recapitalisation of the Land
and Agricultural Development Bank of South Africa, the Postbank, and the Development Bank
of Southern Africa.
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13 Transactions
arising from timing
differences between
the recording of
transactions and bank
clearances, along
with late departmental
requests for funds.

14 In the calculation
by the Bank, revenue
excludes premiums

on debt portfolio
restructuring and loan
transactions

(R8,2 billion in 2014/15).

70

Expenditure by national government in fiscal 2014/15

Total expenditure

Current payments

Transfers and
subsidies

Payments for
capital assets

Payments for
financial assets

State debt cost

Provincial equitable
share
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HEE Actual

Interest paid on national government debt totalled R115 billion, some 13,4 per cent more than
in fiscal 2013/14. The higher interest bill of government stemmed from the increase in issuance
of domestic and foreign debt instruments. The Budget Review 2014 envisaged that interest
payments on national government debt would amount to R115 billion, or rise by 13,6 per cent
year on year. This projection was kept broadly the same in February 2015.

Equitable share transfers to provinces equalled R362 billion in fiscal 2014/15, increasing by
6,9 per cent year on year as originally budgeted. These transfers are the main source of revenue
for provincial governments to enable this level of government to fulfil its spending priorities,
especially on education and health.

After accounting for cash-flow adjustments,” national government cash-flow expenditure
amounted to R1 111 billion in fiscal 2014/15, some 5,3 per cent more than in the preceding
fiscal year. Cash-flow adjustments were for surrenders, late departmental requests, outstanding
transfers, and the revaluation of inflation-linked bonds.

National government revenue totalled R955 billion™ in fiscal 2014/15, representing a year-on-
year rate of increase of 8,4 per cent, which outstripped inflation but fell short of the originally
budgeted amount by R8 billion. The Budget Review 2014 projected that national government
revenue would increase by 9,3 per cent year on year to amount to R963 billion. However, it was
revised downwards to R954 billion in the Budget Review 2015, which was very close to the
eventual outcome for the fiscal year. Relative to gross domestic product, national government
revenue amounted to 24,8 per cent in fiscal 2014/15 — slightly higher than the ratio of 24,4 per
cent recorded a year earlier.

National government revenue benefited from buoyant increases in personal income tax, taxes
on property and value-added tax (VAT), but it was hampered by a slowdown in corporate
income tax alongside a contraction in import duties and non-tax revenue.
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National government revenue in fiscal 2014/15

Originally budgeted Fulfgft)ﬁilﬁs
Revenue source
R billions Pif;r:‘;?e R billions ngaer?gtgge

Taxes on income, profits and capital gains ......... 557,0 9,7 561,8 10,6
Income tax on individuals..................cccc..cc..... 335,9 8,0 353,9 13,8
Income tax on companies..................ccc.ccvu.... 198,9 10,8 186,6 4,0
Payroll taXES .......coovviiiieee e 13,4 7,7 14,0 12,5
Taxes ON PrOPEMY...c.vvviviiiieciieiieiic et 11,6 9,4 12,5 18,9
Taxes on goods and SErVICES .........cccveeruvreairvnen 361,2 11,3 356,3 9,8
Value-added tax (VAT).....cccuevimviieiiiiiiesinn, 267,2 12,4 261,3 9,9
Domestic VAT ..o 290,9 10,4 286,9 8,9
IMPOIt VAT ..o 151,7 15,7 136,5 4,1
Taxes on international trade and transactions..... 50,5 12,8 41,5 -7,2
Import QUEIES..........cccovcviiiiiiiciciiciiii 50,3 13,9 40,5 -8,4
Other revenUE™ ..........cooviiiiiiiieeeeciieee e 21,0 -12,7 20,4 -15,4
Less: SACU™ payments.........cccveevveeeiveeaniinnn 51,7 19,3 51,7 19,3
Total revenue 962,8 9,3 954,7 8,4

* Fiscal 2013/14 to fiscal 2014/15
**Including extraordinary receipts
Southern African Customs Union

dekk

During fiscal 2014/15, taxes on income, profits and capital gains increased on account of brisk
collections in personal income tax and withholding tax on dividends. Personal income tax

increased due to pay-as-you-earn collections that were underpinned by above-inflation wage 15ln S

settlements and one-off payments that arose from the vesting of equity instruments forming part paragraph 19(3) of the
of individuals’ compensation. The weak performance of income tax on companies continued, TRl o
consistent with the subdued level of economic activity, but this tax category recorded a year-on- ;9?2, i;the corgpany's
year rate of increase above revised budgeted projections. This improvement could be attributed grrf)\,?s?onsa??;): TS
to higher provisional payments, together with a saving in refunds and higher paragraph 19(3)"” ?ﬁgecgri%f;#;mitated:
payments. Receipts from withholding tax on dividends increased sharply as companies be requested to
continued to return profits to shareholders rather than to reinvest. [SuSolliSieS it

Tax collections by major type

R billions
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Seasonally adjusted, three-month moving average
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25 — Personal income tax
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10 Corporate income tax
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16 The deficit/surplus
recalculated by excluding
interest payments from
total expenditure.
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Taxes on property recorded a substantial year-on-year rate of increase of 18,9 per cent, which
was mainly boosted by the sharp rise in transfer duties collected alongside solid receipts from
security transfer tax. The sharp acceleration recorded in taxes on property reflected the upward
trajectory in the property market.

Proceeds from taxes on goods and services recorded a solid year-on-year rate of increase
above revised budget expectations, but fell below original budgeted projections. The increase
was driven by solid collections from all the main components of this tax category. Domestic VAT
increased, owing to growth in the finance, manufacturing, and wholesale and retail trade sectors.
The increase in import VAT emanated from higher imports of original equipment components
used in vehicle manufacturing mainly sourced from Germany and Japan.

Taxes on international trade and transactions continued to decline, recording a contraction
of 7,2 per cent in fiscal 2014/15. The contraction in this tax category resulted from customs
duties, owing to the reallocation of a significant amount to fuel levy, along with a decline in the
importation of vehicles.

Cumulative deficit of national government

R billons
200
160 |—
2014/15
120 f—
W R180 bilion
2013/14 A R181 billion
80 p— ® R173 billion
2015/16
40 |~
0 | | | | | | | | | | |

W Originally budgeted deficit for fiscal 2014/15
A Budget Review 2015, revised deficit for 2014/15
®  Originally budgeted deficit for fiscal 2015/16

The net result of national government revenue and expenditure — the latter more than the former
— was a cash-book deficit of R177 billion in fiscal 2014/15 — some R10 billion higher than the
cash-book deficit of R167 billion recorded in the previous fiscal year. According to the Budget
Review 2014, a cash-book deficit of R180 billion was projected for fiscal 2014/15. However, in
the Budget Review 2015, the cash-book deficit was revised slightly upwards to R181 billion
for the full fiscal year. As a ratio of gross domestic product, the cash-book deficit remained
unchanged at 4,6 per cent in fiscal 2014/15.

In fiscal 2014/15, the primary balance” reached a deficit of R62,1 billion, or 1,6 per cent as a
percentage of gross domestic product. This primary deficit could be compared with a primary
deficit of R66,1 billion — or a deficit ratio of 1,8 per cent — recorded in fiscal 2013/14. The primary
balance is a useful indicator of current fiscal effort, since interest payments are predetermined
by the size of previous deficits.

The net result of national government cash-flow revenue and cash-flow expenditure was
a cash-flow deficit of R156 billion in fiscal 2014/15 — some R11 billion lower than the cash-
flow deficit recorded in the previous fiscal year. There was a difference of about R21 billion
between the cash-book deficit and the cash-flow deficit in fiscal 2014/15, owing to the cash-
flow expenditure adjustments mentioned earlier. The net borrowing requirement of national
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government amounted to R161 billion. This borrowing requirement was R12 billion less than the
net borrowing requirement recorded in the preceding fiscal year. During fiscal 2014/15, the net
borrowing requirement was mainly financed domestically through the issuance of Treasury bills
and government bonds, as reflected in the accompanying table.

National government financing in fiscal 2014/15

R billions

Originally Revised
Iltem or instrument budgeted Estimate Actual Actual
Full 2014/15' Full 2014/15° Full 2014/15 Full 2013/14

DRI ...vovecveeeeeeeeeeee et 179,8 180,9 155,6' 167,1°
Plus: Cost/profit on revaluation of foreign debt at

FEABMPLON ... 5,9 55 55 57
Net borrowing requirement ..........ccccceeeeiiiiiiiiieeeeninane 185,7 186,3 161,1 172,7
Treasury DillS.......coviveiiieeeiec e 23,0 10,0 9,6 23,0
Domestic government bonds ..........ccccvveeeviiiiiiiieeennns 1321 156,4 143,5 138,6
Foreign bonds and l0anS...........ceeeviiiiiiieesiiiiiiinieeeens 7,2 13,8 13,8 6,0
Change in available cash DAIANCES’ .. ...oeovovieeeeei 23,4 6,0 -5,8 5,0
Total net financing7 .................................................... . 185,7 186,3 161,1 172,7
1. Budget Review 2014

2. Budget Review 2015

3. Including extraordinary receipts and payments

4. Cash-flow deficit. This differs substantially from the cash-book deficit

5. Cost + profit —

6. Increase — decrease +

7. Components may not add up to totals due to rounding

South Africa’s well-developed and liquid financial markets allowed government to secure funding
from investors to cover the budget deficit at a reasonable cost. Net issues of government bonds
included inflation-linked bonds worth R60 billion, which brought the outstanding balance on
these instruments to R359 billion as at 31 March 2015.

Treasury bills were issued at an average interest rate of 6,0 per cent in fiscal 2014/15, whereas
conventional bonds were sold at an average yield of 8,0 per cent and inflation-linked bonds at
an average real yield of 1,7 per cent per annum. The average outstanding maturity of national
government’s domestic marketable bonds increased from 154 months as at 31 March 2014 to
170 months as at 31 March 2015.

In fiscal 2014/15, net issues worth R13,8 billion were recorded in foreign bonds and loans.
Between March 2014 and March 2015, the average outstanding maturity of national government’s
foreign marketable bonds widened from 95 months to 115 months.

National government’s available cash balances increased by R5,8 billion in fiscal 2014/15,
bringing these balances to R212 billion as at 31 March 2015. Between March 2014 and March
2015, deposits with the Bank increased by R6,3 billion to amount to R159 billion at the end of
March 2015.

Domestic debt of national government increased significantly from R1 441 billion as at 31 March
2014 to R1 632 billion as at 31 March 2015. Higher issuances of Treasury bills and government
bonds contributed to the rise in domestic debt levels. Government’s debt consisted mainly of
domestic debt instruments, which accounted for about 90 per cent of its entire debt portfolio.
The Budget Review 2014 projected domestic debt to total R1 631 billion at the end of fiscal
2014/15. This estimate was kept unchanged in the February 2015 Budget.

Between March 2014 and March 2015, foreign debt of national government increased from
R144 billion to R167 billion. The increase in foreign debt emanated from the issuance of new
bonds and the revaluation effects of the weaker exchange rate of the rand, which raised the
rand value of debt commitments denominated in foreign currency. Among others, the rise in
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foreign debt emanated from the issuance of the new US$1,0 billion-denominated bond and the
500 million euro-denominated bond in July 2014, together with the debut issuance of the new
US$500 million Sukuk (Islamic) bond during September 2014. The decision to issue an Islamic
bond was informed by a drive to broaden the investor base and to set a benchmark for state-
owned companies seeking diversified sources of funding for infrastructure development.

Foreign debt, before taking into account revaluation effects, amounted to R117 billion as at
31 March 2015. The difference between foreign debt valued at historical exchange rates
(when the debt instruments were issued) and foreign debt valued at prevailing exchange rates
amounted to R50,3 billion as at 31 March 2015. The widening gap could be attributed to a
further weakening of the rand during March 2015. The Budget Review 2074 projected that the
foreign debt of national government would reach R147 billion as at 31 March 2015. However, it
was revised upwards in the Budget Review 2015 to amount to R161 billion.

Total gross loan debt of national government, consisting of domestic and foreign debt, rose
from R1 585 billion to R1 799 billion between March 2014 and March 2015. Original budget
projections were for total gross loan debt to amount to R1 778 billion for the full fiscal year, but it
was revised upwards by R14 billion in February 2015. Relative to gross domestic product, total
gross loan debt increased from 43,9 per cent to 46,8 per cent between these respective dates.

Total tax revenue and gross loan debt of national government

Per cent
100
80 —
40 I~
/
20
0 1 1 1 1 1
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=== Total tax revenue as a percentage of gross loan debt
=== Total gross loan debt as a percentage of gross domestic product
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