1 The quarter-to-
quarter growth rates
referred to in this
section are based on
seasonally adjusted
annualised data.

Domestic economic developments

Domestic output1

Growth in real gross domestic product (GDP) in South Africa turned positive in the second
quarter of 2016, accelerating to an annualised rate of 3,3 per cent following a contraction of
1,2 per cent in the first quarter. The variations in economic growth between quarters mainly
reflected fluctuations in the real value added by the primary and secondary sectors, contrary to
that in the tertiary sector that continued at a more even pace over the period. The level of real
output in the second quarter of 2016 was 0,6 per cent higher than in the corresponding period
in 2015. By contrast, the level of nominal GDP at market prices was 7,3 per cent higher over the
same period. Adjusted for inflation, real GDP growth of 3,3 per cent in the second quarter of
2016 translates into nominal GDP growth of 7,9 per cent.

Growth in gross domestic product
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Excluding the contribution of the usually more volatile primary sector, growth in real GDP picked
up from 0,7 per cent in the first quarter of 2016 to 2,7 per cent in the second quarter.

Real gross domestic product

Quarter-to-quarter percentage change at seasonally adjusted annualised rates

2015 2016
Sector
1stgr 2ndqgr 3rdqr 4th gr Year 1st gr 2nd qgr

Primary sector.........ccccoeviiiiinicnnn. 6,3 -10,9 -10,8 -0,5 0,9 -15,5 8,8

AGHCURUFE ..o -11,8 -20,4 -11,8 -6,7 -5,9 -6,5 -0,8

MINING. .. 12,7 -7,8 -10,5 1,4 3,2 -18,1 11,8
Secondary sector ... -0,4 -4,9 2,5 -1,3 0,0 0,1 5,3

Manufacturing...........cceeeeveveennn. -2,1 -6,3 4,7 -2,5 -0,3 0,6 8,1
Tertiary SeCtOr......ccvvveeeieeerieeneinn 1,7 0,8 1,5 1,4 1,6 0,8 2,0
Non-primary SeCtor ..............c.......... 1,2 -0,5 1,7 0,8 1,3 0,7 2,7
L] 2= USROS 2,0 -2,0 0,3 0,4 1,3 -1,2 3,3

Growth in the real value added by the primary sector turned positive in the second quarter of
2016 - the first expansion in real output since the first quarter of 2015. The improved growth
performance in the second quarter of 2016 can mainly be attributed to a robust increase in
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the real value added by the mining sector which more than offset a further contraction in the
agricultural sector over the period.

The real value added by the agricultural sector declined for the sixth consecutive quarter,
contracting at a slower pace of 0,8 per cent in the second quarter of 2016. Adverse weather
conditions during the 2015/16 season resulted in lower production of most field crops. By
contrast, the real value added by livestock farming held up well, reflecting increased culling
throughout the quarter.

Commercial maize crop estimates

Crop Area planted
(Million tons)  (Million hectares)
2074/15: FINGI oviieeiiie ettt 9,9 2,7
2015/16: Eighth production forecast ...........ccocvviieiiiiiiiiiiiiccs 7,3 1,9

Source: Crop Estimates Committee of the Department of Agriculture, Forestry and Fisheries

Total mining production rose notably in the second quarter of 2016. Having contracted markedly at
arate of 18,1 per cent in the first quarter of 2016, real value added by the mining sector rebounded
in the second quarter, rising at an annualised rate of 11,8 per cent and contributing 0,8 percentage
points to overall growth in GDP. This notable improvement was predominantly brought about by
a substantial increase in platinum production. Simultaneously, production volumes of manganese
ore, iron ore and coal increased at a moderate pace, while the production of gold, diamonds and
other non-metallic minerals declined over the period. Despite the significant increase in mining
production in the second quarter of 2016, the level of real output in the first half of 2016 was
6,5 per cent lower than in the corresponding period in 2015. Activity in the mining sector continues
to be restrained by, among other factors, the growing frequency of section 54 safety stoppages
resulting in part from deep mining excavation, global oversupply of various mineral groups, low
demand, policy uncertainty and an escalation in input costs.

Real value added by the mining sector

R billions, 2010 prices Percentage change
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Subsequent to an increase of 0,1 per cent in the first quarter of 2016, growth in the real value
added by the secondary sector accelerated to 5,3 per cent in the second quarter. Activity in the
manufacturing sector picked up significantly in the second quarter of 2016, while real output
of the construction subsector increased only marginally. By contrast, real value added by the
electricity, gas and water subsector contracted over the period.
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Real gross domestic product by main sector
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Real output of the manufacturing sector advanced in the second quarter of 2016. Having
increased by 0,6 per cent in the first quarter of 2016, growth in real value added by the
manufacturing sector accelerated to a rate of 8,1 per cent in the second quarter, adding
1,0 percentage point to overall GDP growth in the quarter. The resurgence in real manufacturing
output came especially from increased production of motor vehicles, parts and accessories
and other transport equipment; petroleum, chemical, rubber and plastic products; and food
and beverages. The increase in the production of motor vehicles was probably underpinned
by firm export demand following the more competitive exchange value of the rand. Increased
production in the petroleum and chemicals sector could, inter alia, be linked to the relatively
low price of crude oil. The utilisation of production capacity in the manufacturing sector
remained low and receded marginally from 82,2 per cent in February 2016 to 82,0 per cent in
May — the primary reason for under utilisation being insufficient demand for especially durable
manufactured goods. Measured over a year, manufacturing production increased by 3,6 per
cent — the highest year-on-year increase recorded since the first quarter of 2011.

Physical volume of manufacturing production

Indices: 2011/01=100
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Following a contraction of 2,8 per cent in the first quarter of 2016, the real value added by the
electricity, gas and water sector declined by 1,8 per cent in the second quarter. Electricity
consumption remained lacklustre, affected by relatively mild winter temperatures, higher
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electricity tariffs, the generally weak economic environment, a reduction of electricity-intensive
production of ferrochromium and aluminium, and the use of alternative energy sources.
However, production levels stabilised during the quarter concerned, supported by improved
plant performance, the addition of new production capacity and fewer unplanned breakdowns
in transmission.

Growth in the real value added by the construction sector remained subdued. Real output of the
construction sector rose by only 0,1 per cent following a 0,4 per cent increase in the preceding
quarter. Activity in the civil construction sector declined, constrained by a lack of new projects
while the demand for residential and non-residential buildings picked up somewhat over the
period. Rising production costs generally weighed on the construction sector in the second
quarter of 2016.

Following a slowdown in activity from the third quarter of 2015, growth in the real value added
by the tertiary sector accelerated from 0,8 per cent in the first quarter of 2016 to 2,0 per cent in
the second quarter. Activity in all four services sectors picked up pace over the period.

Supported by an increase in wholesale trade and firm, albeit slower, growth in retail trade,
the real value added by the commerce sector made a positive contribution to growth in GDP,
adding 0,2 percentage points to overall growth in GDP in the second quarter of 2016. Growth
in real output increased from 1,3 per cent in the first quarter of 2016 to 1,4 per cent in the
second quarter. Wholesale trade sales in the second quarter of 2016 were supported by higher
sales of fuel. Sales of agricultural raw materials and livestock remained lively, whereas sales of
consumer-related products were subdued. Despite low consumer confidence, rising inflationary
pressures and subdued growth in disposable income of households, retail trade held up fairly
well over the period. Output of the catering and accommodation subsector benefited from an
uptick in tourism activity over the period.

New and used vehicle sales volumes
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Affected by the weak sales of especially passenger vehicles, total vehicle sales decreased in the
second quarter of 2016. Sales of commercial and used vehicles, however, remained relatively
buoyant over the period. As indicated by the accompanying graph, sales of used vehicles,
which accounted for roughly 40 per cent of total vehicle sales, increased at a much faster
pace over time compared to other components of motor trade sales. This development may
be attributed to consumers acting in a more conservative manner due to, among other factors,
relatively low levels of economic activity, pressure on household balance sheets, high levels
of consumer debt in certain income groups, lower finance approvals, interest rate increases,
high fuel prices, above-inflation new vehicle price increases and poor employment prospects.
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Supported by the weak exchange rate of the rand, vehicle exports recorded firm growth on a
quarter-to-quarter basis.

After contracting by 2,7 per cent in the first quarter of 2016, growth in real output of the transport,
storage and communication sector accelerated to 2,9 per cent in the second quarter, mainly
due to increased activity in the freight transport subsector. In the second quarter of 2016, freight
transport reflected rising exports and was supported by the deployment of new locomotives
and wagons by Transnet, thereby improving traction effort, efficiency and reliability. Passenger
transport activity, however, declined over the period.

Activity in the finance, insurance, real-estate and business services sector picked up with
growth in the sector’s real value added accelerating from 1,9 per cent in the first quarter of
2016 to 2,9 per cent in the second quarter. The stronger performance reflected a recovery in
commercial banking activity, particularly fee income, alongside an increase in trading activity in
the commodity derivatives market.

Following an increase of 1,1 per cent in the first quarter of 2016, growth in the real value
added by general government accelerated marginally to 1,2 per cent in the second quarter.
The increase in real value added in the second quarter of 2016 could largely be attributed to
increased spending on temporary workers employed to assist with preparations for the local
government elections.

Real gross domestic expenditure

Real gross domestic expenditure continued to contract in the second quarter of 2016.
Subsequent to a decline of 2,2 per cent in the first quarter of 2016, real gross domestic
expenditure receded by 3,3 per cent in the second quarter. The contraction mainly stemmed
from a decrease in real gross fixed capital formation and a de-accumulation in real inventory
holdings. Real final consumption expenditure by households increased in the second quarter of
2016, having contracted in the first quarter while growth in real final consumption expenditure
by general government accelerated over the period.

Real gross domestic product and expenditure

Percentage change from quarter to quarter
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The largest contribution to growth in real GDP in the second quarter of 2016 emanated from
real net exports, adding 6,7 percentage points to total economic growth. Real gross fixed
capital formation subtracted 1,0 percentage point and the de-accumulation in real inventories
subtracted 3,2 percentage points from growth in real GDP over the period.
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Real gross domestic expenditure

Quarter-to-quarter percentage change at seasonally adjusted annualised rates

2015

2016

2ndgr 3rdgr 4thgr Year

1stgr 2ndqr

Component
1stqr

Final consumption expenditure

HOUSENOIAS......vvvvviviieiiieiiiii 2,0

General government.............. -1,7
Gross fixed capital formation ... 2,6
Domestic final demand .............. 1,4
Change in inventories (R billions)*.... 68,4
Gross domestic expenditure™ ...................... 9,2

0,3
1,6
-0,9
0,3

2,4 21

1,7

0,8 2,6 0,2
4,6 -2,8 2,5

2,5 1,2

1,6

-10,6  -16,9 -4,2 9,2

-8,5

1,7 1,9

1,7

-1,7 1,0
1,2 1,3
-10,0 -4,6
-2,8 -0,1
1,2 22,7
-2,2 -3,3

* At constant 2010 prices
** Including the residual

Contribution of expenditure components to growth in real gross domestic product

Percentage points

2015

2016

2ndgr 3rdgr 4thgr  Year

1stgr 2ndqr

Component
1stqr
Final consumption expenditure
HouSehOIdS........cooviiiiii 1,2
General government.............. . -0,4
Gross fixed capital formation ... 0,5
Change in inventories...... 7,0
Net exports .......ccveee. -7,0
Residual ......ccvvvveiieieiiiee e 0,6
Gross domestic product .......ccccceveiceieiiiieennn. 2,0

0,2
0,3
-0,2
-10,2
6,9
1,0
-2,0

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

1,0
0,0
0,5
0,0
-0,4
0,1
1,3

-1,0 0,6
0,2 0,3
2,2 -1,0
0,7 -3,2
1,0 6,7
0,0 -0,2
-1,2 3,3

Final consumption expenditure by households

Following a contraction of 1,7 per cent in the first quarter of 2016, growth in real final consumption
expenditure by households accelerated to an annualised rate of 1,0 per cent in the second
quarter. This turnaround reflected stronger growth in real expenditure on semi-durable goods,
non-durable goods as well as services. By contrast, real spending on durable goods declined

further over the period.

Real final consumption expenditure by households

Percentage change

|
Quarter to quarter*

5 |— === Qver four quarters

A
* Seasonally adjusted annualised rates

AU

2011 2012 2013

2014

2015

Quarterly Bulletin September 2016

2016

d

South African Reserve Bank



10

Real final consumption expenditure by households on durable goods shrunk for the sixth
consecutive quarter, contracting at a rate of 7,3 per cent in the second quarter of 2016.
The second-quarter contraction was mainly due to declines in expenditure on furniture and
household appliances; personal transport equipment; and recreation and entertainment goods.
Households, however, stepped up their spending on personal computers and software over
the same period. Real outlays in the durable goods category were probably hampered by the
steady increase in household indebtedness, amid a somewhat higher interest rate environment
and an acceleration in durable goods inflation.

Real durable goods and transport equipment purchases by households
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Growth in real spending on semi-durable goods accelerated from a decline of 1,2 per cent in the
first quarter of 2016 to 2,1 per cent in the second quarter. Apart from a decline in real outlays on
household textiles, furnishings and glassware, spending on all other categories of semi-durable
goods rose over the period.

Real final consumption expenditure by households

Quarter-to-quarter percentage change at seasonally adjusted annualised rates

2015 2016
Category
1stgr 2ndgr 3rdgr 4thqgr Year 1stqr 2ndqr

Durable goods.........ccooiiiiiiiiiiiiceec e -1,1 -11,0 -3,6 -5,5 -2,1 -12,5 -7,3
Semi-durable goods..........ccoeeiiiiiiiiieiiee, 8,0 -0,5 8,9 11,1 4,0 -1,2 2,1
Non-durable goods .........cocceeeiiiiiiiiciiieee 1,5 1,3 1,1 3,1 2,2 -0,9 0,4
SEIVICES ..o 1,9 2,4 3,6 1,1 1,8 0,1 3,2
Total e 2,0 0,3 2,4 2,1 1,7 -1,7 1,0

Having contracted in the first quarter of 2016, real spending on non-durable goods increased by
0,4 per cent in the second quarter. The turnaround was mainly due to accelerated expenditure
on household consumer goods, medical and pharmaceutical products, and petroleum
products. Declines were, however, recorded in spending by households on food, beverages
and tobacco and household fuel and power over the same period.
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Real spending by households on services advanced in the second quarter of 2016. Spending
in most subcategories increased at a faster pace, with the exception of spending on medical
services which moderated and real outlays on transport and household services which declined
in the second quarter of 2016. Real expenditure by South African residents abroad increased
over the period, probably enticed by the appreciation of the external value of the rand during
the quarter.

Following a marginally faster pace of increase in compensation of employees, growth in real
disposable income of households edged higher from an annualised rate of 0,4 per cent in the
first quarter of 2016 to 0,7 per cent in the second quarter.

Households continued to incur debt in the second quarter of 2016. However, since quarter-
to-quarter growth in nominal disposable income outpaced concomitant growth in household
debt, the ratio of household debt to disposable income decreased from 75,7 per cent in the
first quarter of 2016 to 75,1 per cent in the second quarter. Consistent with the increases in
the prime lending rate in the first half of 2016, the cost of servicing household debt advanced
from 9,7 per cent of disposable income in the first quarter of 2016 to 9,8 per cent in the second
quarter — the highest debt-service ratio since the first quarter of 2010.

Debt-service cost

Percentage of household disposable income
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* In addition to interest payments on household debt, required capital repayments on mortgage advances
and instalment sale and leasing finance were also taken into account.

Final consumption expenditure by general government

Having increased at an annualised rate of 1,2 per cent in the first quarter of 2016, growth in
real final consumption expenditure by general government inched higher to 1,3 per cent in the
second quarter. Real spending on both compensation of employees and non-wage goods and
services increased marginally over the period, consistent with government’s commitment to
restrain current expenditure. Additional salaries and other expenses were mainly associated with
increased spending by the Independent Electoral Commission (IEC) as the local government
elections approached. As a result, the level of real spending by general government in the first
six months of 2016 was 1,7 per cent higher than in the corresponding period in 2015.
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Fixed capital formation

Having contracted at annualised rates of 2,8 per cent in the fourth quarter of 2015 and
10,0 per cent in the first quarter of 2016, real gross fixed capital formation contracted by a further
4,6 per cent in the second quarter. Capital spending by private business enterprises and general
government contracted at a slower pace in the second quarter of 2016. Real capital investment
by public corporations turned negative over the period, having increased in the first quarter of
2016. The level of real capital outlays in the first six months of 2016 was 2,6 per cent lower than
in the corresponding period in 2015.

Real gross fixed capital formation

Quarter-to-quarter percentage change at seasonally adjusted annualised rates

2015 2016
Sector
1stqr 2nd qr 3rd gr 4th qr Year 1stqr 2nd qr
Private business enterprises........... -3,4 -9,0 0,0 -4,4 -0,6 -13,3 -3,1
Public corporations............cccceeee. 4,4 0,1 -2,9 41 3,5 3,5 -5,4
General government.............c....... 29,5 36,3 33,5 -4,4 14,6 -12,3 -8,9
Total . 2,6 -0,9 4,6 -2,8 2,5 -10,0 -4,6

Comprising nearly two-thirds of total gross fixed capital formation, real fixed capital outlays by
private business enterprises continued to be affected by low business confidence levels, excess
capacity and subdued demand. Following a contraction of 13,3 per cent in the first quarter
of 2016, real capital outlays by private business enterprises contracted by 3,1 per cent in the
second quarter. Increased investment in buildings and transport equipment partly neutralised
the quarterly decline in capital outlays on machinery and other equipment over the period.
Notwithstanding the drought conditions, capital outlays by the agricultural sector remained
relatively firm, probably due to recent favourable movements in commodity prices and an uptick
in foreign demand.

Real gross fixed capital formation

Annualised percentage change from quarter to quarter Index
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Source: Bureau for Economic Research, Stellenbosch University*

b

South African Reserve Bank  Quarterly Bulletin September 2016



Having increased at an annualised rate of 3,5 per cent in the first quarter of 2016, real fixed
capital expenditure by public corporations contracted by 5,4 per cent in the second quarter.
Real capital outlays by the transport sector declined as some of the leading public entities,
more especially Transnet, postponed capital projects. The lower capital spending by public
corporations could partly be attributed to ongoing sluggish demand in a generally weak
economic environment.

In line with the tightening of fiscal policy announced in the 2076/77 Budget which included
the deferment of some large planned capital projects, capital outlays by general government
retracted for the third consecutive quarter in the second quarter of 2016. Increased capital
expenditure by provincial government departments was largely offset by lower capital investment
by other levels of government. Capital spending by provincial governments was particularly
focused on roads and transport, utilities, human settlements, education and health.

Inventory investment

Following an accumulation of R1,2 billion in the first quarter of 2016, real inventory holdings
contracted by R22,7 billion (at 2010 prices and annualised) in the second quarter mainly due to
destocking in the mining and manufacturing sectors. The de-accumulation of inventories in the
mining sector mainly occurred in the platinum mining subsector following firm export demand.
Inventory holdings in other mining categories remained subdued.

Change in inventories

R billions, 2010 prices
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Factor income

The year-on-year rate of growth in total nominal factor income increased from 6,5 per cent in
the first quarter of 2016 to 7,2 per cent in the second quarter, reflecting an acceleration in gross
operating surpluses in the economy. Remuneration of employees increased at a slower pace
over the period.

Measured over four quarters, growth in total compensation of employees moderated to 8,0 per
cent in the second quarter of 2016, slower than the rate of increase of 8,6 per cent in the
preceding quarter. Growth in salaries and wages, especially of the transport and general
government sectors, moderated over the period. According to the Wage Settlement Survey
conducted by Andrew Levy Employment Publications, the average wage settlement rate in the
first half of 2016 amounted to 7,7 per cent, slightly lower than the settlement rate of 7,8 per cent
agreed upon in the corresponding period in 2015.

d

Quarterly Bulletin September 2016 South African Reserve Bank

13



14

Growth in the total gross operating surpluses, measured over four quarters, accelerated from
41 per cent in the first quarter of 2016 to 6,4 per cent in the second quarter, mainly due to
increases in gross operating surpluses in the mining and manufacturing sectors. Higher mineral
sales, especially in the platinum-mining subsector, as well as a moderate recovery in metal
prices in recent months boosted operating surpluses in the mining sector. Higher profits in the
manufacturing sector reflected the effect of increased production and lower imported input
costs following the recent strengthening in the trade-weighted value of the rand. Consequently,
the contribution of gross operating surpluses to total factor income increased from 45,6 per
cent in the first quarter of 2016 to 46,1 per cent in the second quarter.

Gross saving

Aggregate saving in South Africa improved in the second quarter of 2016. Measured as a
percentage of GDP, gross saving increased from 14,9 per cent in the first quarter of 2016
to 16,5 per cent in the second quarter. Higher saving by general government and business
enterprises boosted the total savings performance, whereas gross saving by the household
sector decreased somewhat over the period.

Gross saving as percentage of gross domestic product
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Gross saving by the corporate sector as a percentage of GDP rose from 13,4 per cent in
the first quarter of 2016 to 13,9 per cent in the second quarter. Quarter-to-quarter growth in
operating surpluses of business enterprises increased at a faster pace in the second quarter of
2016 notwithstanding steady dividend and tax payments by the corporate sector. Despite an
increase in the second quarter, the corporate saving rate was still lower than the 14,4 per cent
registered in the corresponding period in 2015.

The saving rate of general government increased from 0,3 per cent of GDP in the first quarter of
2016 to 1,5 per cent in the second quarter. Government remained committed to fiscal prudence
in restraining current expenditure, and managed to raise tax revenue at a stronger pace than
current outlays in the quarter under review, despite the sluggish performance of the economy.
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The household saving rate fell back marginally from 1,2 per cent in the first quarter of 2016 to
1,1 per cent in the second quarter. The increase in household consumption expenditure
marginally exceeded the increase in household disposable income over the period.

Employment

Total formal non-agricultural employment advanced further in the first quarter of 2016, following
the appointment of around 49 000 temporary public-sector workers by the IEC. However, the
private sector continued to shed jobs, consistent with the contraction in domestic economic
activity in that quarter. According to the Quarterly Employment Statistics (QES) survey by
Statistics South Africa (Stats SA), the number of people formally employed in the non-agricultural
sector of the economy increased by 1,3 per cent on a seasonally adjusted and annualised basis
in the first quarter of 2016, including the temporary employment opportunities. This represented
a gain of 29 600 job opportunities and raised the level of formal non-agricultural employment to
an estimated 9,3 million.”

Formal non-agricultural employment

Number (millions)

2,4 71
Private sector (right-hand scale)
2,3 — 7,0
2,2 — 6,9
Public sector (adjusted for
2,1 election-related outliers) — 6,8
2,0 — 6,7
Seasonally adjusted
19 | | | | | | 66

2010 2011 2012 2013 2014 2015 2016

The March 2016 QES survey was based on an upgraded sample drawn from the 2015 Business
Sampling Frame. The new sample, which was introduced from the second quarter of 2015,
resulted in an upward adjustment of roughly 0,2 million in the level of total formal non-agricultural
employment.

The pickup in formal non-agricultural employment in the first quarter of 2016, as mentioned,
resulted entirely from a 7,7 per cent increase in public-sector employment, following the
appointment of the temporary workers by the IEC to assist with the 2016 local government
elections. In addition, national departments also increased their staff complement, while
employment levels at all other public-sector tiers decreased in the first quarter of 2016. This is
in line with government’s commitment to fiscal consolidation as set out in the National Budget.
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Formal non-agricultural private-sector employment

Number (millions)

2,4 4,9
Tertiary sector (right-hand scale)
— 4,8
23
— 4,7
Mining, manufacturing and
29 = construction sectors
— 4,6
Seasonally adjusted
21 | | | | | | 45

2010 2011 2012 2013 2014 2015 2016

Following a notable upward revision in the fourth quarter of 2015, private-sector employment
receded in the first quarter of 2016 as employment levels decreased in both the goods-
producing and services sectors of the economy. Employment losses were broad-based among
various sub-sectors in the private sector, with labour paring occurring in the transport, storage
and communication sector; the mining sector; the manufacturing sector; the finance, insurance,
real-estate and business services sector; and the community, social and personal services
sector. The construction sector and the trade, catering and accommodation services sector
were the only sectors to have recorded employment gains in the first quarter of 2016.

Formal private-sector employment opportunities increased by around 194 000 between the
second quarter of 2010 and the first quarter of 2014, as indicated in the accompanying table. This
period represents the most recent upward phase in the employment cycle. Encouragingly, only
3 300 private-sector jobs were shed during the ensuing downward phase up to the first quarter of
2016. However, notable job losses occurred in the goods-producing sectors, while the services
sectors continued to record employment gains over this period. In the mining, manufacturing and
construction sectors combined, a total of 90 700 jobs were shed between the second quarter of
2014 and the first quarter of 2016 as the economy moved into a downward phase of the business
cycle. Throughout the period, the domestic economy experienced lacklustre global demand,
relatively low business confidence, cutbacks in capital expenditure, escalating operating costs,
an uncertain policy environment and protracted labour-market disruptions — all of which had put
a damper on momentum in private-sector employment growth.

Employment in the mining-sector decreased for the sixth successive quarter in the first quarter
of 2016. The sector shed a cumulative 79 400 employment opportunities between a recent
peak in its employment numbers in the second quarter of 2012 and the first quarter of 2016,
exacerbated by the marked decline in international commaodity prices since 2011. Fortunately for
domestic mining companies, the sustained depreciation in the exchange rate of the rand over
this period cushioned the effect of the sharp fall in commodity prices to some extent. Although
international commodity prices have recovered somewhat since the beginning of 2016, activity
in the mining sector continued to be affected by relatively subdued global demand rather than
a typical cyclical downturn. Employment levels in the gold-mining sector decreased marginally
in the first quarter of 2016, having increased in the previous quarter. Encouragingly, the pace
of job shedding in the non-gold mining sector decelerated meaningfully in the first quarter of
2016, following two quarters of substantial employment losses in the sector owing to ongoing
restructuring and downscaling of some mining operations. In addition, wage negotiations are
currently underway in the platinum-mining sector, with the Association of Construction and
Mineworkers Union (AMCU) demanding double-digit wage increases and a one-year wage
agreement, contrary to the typical three-year arrangement.
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Change in enterprise-surveyed formal non-agricultural employment by sector®

Sector

Total mining

Gold MINING.....cooveiiiiiiieiieiiee
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Disconcertingly, employment in the manufacturing sector decreased further in the first
quarter of 2016, with the pace of labour paring accelerating somewhat. The manufacturing
sector has been struggling for a prolonged period, evidenced by stagnant output volumes
and depressed sentiment levels. The Manufacturing Survey of the Bureau for Economic
Research (BER) indicated that business confidence among manufacturers rose from
18 index points in the first quarter of 2016 to 23 index points in the second quarter. Despite
this increase, manufacturing business confidence has persistently remained below the
neutral level of 50 since 2008, barring the first two quarters of 2011. According to the BER,
subdued manufacturing production has been a global phenomenon post the 2007/08
financial crisis. While manufacturing business confidence increased somewhat in the
second quarter of 2016, this outcome occurred despite a deterioration in the BER’s
underlying activity indicators compared with the first quarter. Softer domestic demand
continued to weigh on confidence, while exports provided little additional support to overall
demand. With demand remaining weak, output growth slowed further as employment
indicators fell to multi-year lows. Owing to a persistent slack in capacity in the sector,
manufacturers continued to report a decline in current and planned fixed investment levels.

Despite a marginal increase in the first quarter of 2016, employment in the construction sector
continued to trend downwards, consistent with slower growth in this sector’s real value added.
Job shedding in the sector can be attributed to weak residential and non-residential building
activity. As such, the First National Bank (FNB)/BER Building Confidence Index fell for a second
consecutive quarter, from 39 index points in the first quarter of 2016 to 34 index points in
the second quarter. Building confidence declined in all six sub-sectors. Conversely, the FNB/
BER Civil Confidence Index rebounded from 28 index points to 41 index points over the same
period following increased activity in the civil construction segment. However, the percentage of
respondents rating insufficient demand for new projects as a constraint to business operations
rose from 74 per cent in the first quarter of 2016 to 85 per cent in the second quarter.

Employment growth in the services sector of the economy decelerated somewhat in the first
quarter of 2016, following a notable upward revision in the final quarter of 2015. Employment in
the finance, insurance, real-estate and business services sector decreased in the first quarter of
2016, following two consecutive quarters of employment gains. By contrast, the trade, catering
and accommodation services sector continued to record meaningful employment gains,
generating a cumulative 47 600 job opportunities in the three quarters up to the first quarter of
2016. According to the Ernest & Young (EY)/BER Retail Survey for the second quarter of 2016,
business conditions deteriorated notably and confidence dropped in the trade sector, as weak
sales volume growth, rising input costs and the inability of business enterprises to raise selling
prices to the same extent weakened profit margins and business sentiment. With consumer
demand and consequently overall consumer spending expected to deteriorate further, the pace
of services-sector employment growth could moderate further in the remainder of 2016.

According to the Quarterly Labour Force Survey (QLFS) conducted by Stats SA, the number
of persons employed in South Africa decreased by 129 000 from the first quarter of 2016 to
the second quarter, lowering the level of total employment to roughly 15,54 million. In addition,
total employment decreased by 112 000 in the year to the second quarter of 2016, with the
year-on-year growth rate switching notably from 1,4 per cent in the first quarter of 2016 to
-0,7 in the second quarter as the base numbers normalised after the implementation of the new
master sample a year earlier. Job losses occurred in the informal and in the agricultural sector,
as employment decreased by 154 000 and 44 000 respectively. Disappointingly, only 82 000
employment opportunities were created in the formal sector of the economy in the year to the
second quarter of 2016.

The number of unemployed persons decreased by 90 000 from the first to the second quarter
of 2016, but increased by 403 000 in the year to the second quarter of 2016, bringing the total
number of unemployed South Africans to around 5,63 million. Disconcertingly, the number of
discouraged job seekers increased by 92 000 in the year to the second quarter of 2016, resulting
in the total number of discouraged job seekers amounting to a record number of 2,53 million.
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As such, the official unemployment rate decreased marginally from 26,7 per cent in the first
quarter of 2016 to 26,6 per cent in the second quarter, notably higher than the comparable rate
of 25,0 per cent a year earlier. Seasonally adjusted, the unemployment rate decreased from
26,6 per cent in the first quarter of 2016 to 26,3 per cent in the second quarter. However, the
youth unemployment rate, which relates to people aged from 15 to 24, rose to 53,7 per cent in
the second quarter of 2016, up from 49,9 per cent a year earlier.

Unemployment rate

Per cent

27

Seasonally adjusted
unemployment rate

25 -

24 I— Official unemployment rate
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Labour cost and productivity in the formal
non-agricultural sector

The pace of increase in nominal remuneration per worker remained unchanged at a year-on-
year rate of 6,1 per cent in the first quarter of 2016, as an acceleration in the private sector was
offset by a moderation in the public sector. Conversely, growth in average real salaries and
wages slowed from 1,7 per cent in the fourth quarter of 2015 to 0,1 per cent in the first quarter
of 2016, as consumer price inflation accelerated markedly over the period.

Remuneration growth* and wage settlement rates**

18 Percentage change over four quarters Per cent
18
= Nominal wages per worker
16 = Real wages per worker —1 16
14 = Wage settlement rate (right-hand scale) i
12 - — 12
10 = =110
8 — 8
6= — 6
4 = — 4
T N\ 1.
5 L L L L L L 2
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* Adjusted for election-related outliers
** Quarterly estimate based on cumulative data provided by Andrew Levy Employment Publications
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3 All rates mentioned
reflect year-on-year
changes, unless stated
to the contrary.
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The pace of increase in private-sector nominal remuneration per worker accelerated from a
year-on-year rate of 5,6 per cent in the fourth quarter of 2015 to 6,2 per cent in the first quarter
of 2016. Remuneration growth quickened in the gold-mining sector (17,4 per cent); the finance,
insurance, real-estate and business services sector (7,7 per cent); the community, social and
personal services sector (6,5 per cent); the manufacturing sector (4,9 per cent); and in the
transport, storage and communication services sector (4,6 per cent). However, wage growth
per worker moderated to 9,6 per cent in the non-gold mining sector; to 4,1 per cent in the trade,
catering and accommodation services sector; and to 3,2 per cent in the construction sector.

By contrast, the pace of increase in average public-sector salaries and wages per worker
decelerated from a year-on-year rate of 7,4 per cent in the fourth quarter of 2015 to 5,5 per cent
in the first quarter of 2016, pushed down by the large number of short-duration employment
opportunities created by the IEC that only received remuneration for a portion of the quarter.
Nominal wage growth slowed at local government level and in other public-sector enterprises,
while quickening at provincial and national departmental levels in the first quarter of 2016.

According to Andrew Levy Employment Publications, the average wage settlement rate in
collective bargaining agreements moderated marginally from 7,8 per cent in the first half of 2015
to 7,7 per cent in the first half of 2016. By contrast, the number of working days lost due to strike
action advanced from 176 000 in the first half of 2015 — the lowest half-year number since 2002
—10 200 000 in the first half of 2016.

Having remained broadly unchanged in the fourth quarter of 2015, labour productivity contracted
by 1,2 per cent in the year to the first quarter of 2016, as year-on-year output growth contracted
while employment growth accelerated marginally in the first quarter. Owing to a marginal year-
on-year acceleration in total remuneration growth in the first quarter of 2016 coupled with a
year-on-year output contraction, growth in nominal unit labour cost quickened from 6,1 per cent
in the fourth quarter of 2015 to 7,3 per cent in the first quarter of 2016, exceeding the upper limit
of the inflation target range for a second successive quarter.

Labour productivity, nominal unit labour cost and consumer price inflation

Percentage change over four quarters

15
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Headline consumer price inflation accelerated from a low of 3,9 per cent in February 2015 to
7,0 per cent a year later — its highest level in almost seven years.3 The marked acceleration in
inflationary pressures in the opening months of 2016 largely reflected a notable quickening in
food price inflation in response to severe drought conditions as well as exchange rate pass-
through following the depreciation in the exchange rate of the rand throughout 2015 and early
2016. Consumer price inflation then moderated to 6,0 per cent in July 2016 owing mainly to
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favourable base effects related to petrol price changes and lower-than-anticipated services
price inflation. Headline consumer price inflation breached the upper limit of the inflation target
range of 3—6 per cent for six months between January and June 2016, after having remained
within the range for 16 consecutive months since September 2014.

Producer and consumer price inflation

Percentage change over twelve months

2 = Producer price index for final manufactured goods
== Headline consumer price index

2011 2012 2013 2014 2015 2016

Following a path similar to that of headline consumer price inflation, producer price inflation
for final manufactured goods accelerated to 8,1 per cent in February 2016 before slowing to
6,5 per cent in May; price inflation moderated across a fairly broad range of product categories
over the period. Headline producer price inflation thereafter accelerated to 7,4 per centin July
2016 mainly due to a quickening in price inflation of food, beverages and tobacco products.
Intermediate manufactured producer goods price inflation accelerated for six consecutive
months, picking up from 1,6 per cent in December 2015 to 9,2 per cent in June 2016 - its
highest reading in more than two years — before slowing somewhat to 8,5 per cent in July. The
acceleration indicates that the steep depreciation in the external value of the rand between
August 2015 and February 2016 is still filtering through the price formation process. The main
contributor to the quickening in intermediate manufactured producer price inflation in June
2016 was basic and fabricated metals, which accelerated to a year-on-year rate of 11,3 per
cent following a rebound in iron ore prices.

Producer price inflation for mining products accelerated notably in the first seven months of
2016, from -0,7 per cent in December 2015 to 16,0 per cent in July 2016, as the prices of gold
and other metal ores rose steeply. Similarly, producer price inflation for agriculture, forestry and
fishing products accelerated markedly from a recent low of 5,2 per cent in September 2015
to 24,9 per cent in February 2016, before moderating somewhat to 18,8 per cent in July. The
majority of agricultural producer product prices rose sharply over this period as a consequence
of the prolonged drought experienced in large parts of the country. Producer price inflation for
electricity and water remained elevated in the first half of 2016, fluctuating between 11,5 per
cent and 12,6 per cent over this period, before moderating to 8,4 per cent in July due to slowing
electricity price inflation.

Recent outcomes in headline consumer price inflation were largely shaped by movements in
consumer goods price inflation, in particular that of non-durable goods. Consumer goods price
inflation moderated from a recent peak of 7,9 per cent in February 2016 to 6,5 per cent in July.
This moderation resulted almost entirely from a marked slowdown in non-durable goods price
inflation, which slowed from 9,6 per cent to 6,7 per cent over the same period. The moderation
in non-durable goods price inflation was largely driven by a marked slowdown in petrol price
inflation due to the high price base in the preceding year.
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Consumer food and petrol price inflation

Percentage change over twelve months
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By contrast, durable and semi-durable goods price inflation accelerated in recent months,
largely in response to the depreciation in the exchange rate of the rand throughout 2015 and
early 2016. Semi-durable goods price inflation quickened from 3,4 per cent in December 2015
to 5,0 per cent in July 2016 as price inflation for clothing and footwear picked up. Over the
same period durable goods price inflation accelerated from 3,0 per cent to 7,1 per cent — its
highest level in seven years — following a quickening in price inflation of new motor vehicles and
household appliances as a result of earlier exchange rate depreciation.

Headline consumer price inflation

Percentage change over twelve months

2016
Weights

May Jun Jul
49,86 6,6 6,7 6,5
35,52 7,1 7,2 6,7
FOOO. .ttt 14,20 10,8 11,0 11,5
Petrol.... 5,68 -1,4 -1,0 -3,4
Semi-durable goods 6,32 4,7 4,7 5,0
ClOthING v 2,76 53 5,2 5,0
Footwear ..... 1,31 4.1 41 3,8
Durable goods 8,02 6,0 6,1 71
New VehiCleS ... 5,28 9,0 8,9 10,5
Household applianCes ..........cccovviiviiiiiiniicen, 0,60 52 6,0 6,2
SEIVICES oot 50,14 5,7 5,8 5,7
TOTAI oo 100,00 6,1 6,3 6,0

Consumer services price inflation moderated from 6,1 per cent in February 2016 to 5,7 per cent
in March, following a slowdown in dwelling rental inflation and inflation in education fees, the
latter reflecting unchanged tertiary education fees. Thereafter, the rate of increase accelerated
somewhat to 5,8 per cent in June, before slowing again to 5,7 per cent in July 2016.

The United Nations Food and Agriculture Organization (FAO) US dollar denominated international
food price index increased for the fifth consecutive month, posting the largest monthly increase
during the past four years in June 2016, before receding somewhat in July. The year-on-year
change, however, remained negative despite accelerating from -16,5 per cent in January 2016
to -1,4 per cent in July. Expressed in rand terms, the FAO food price index increased in the first
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half of 2016 due to the depreciation in the exchange rate of the rand over the period. Changes
in international cereals prices remained in deflation on account of favourable supplies, high
inventory levels, increased competition and an improved outlook for maize plantings in the
US. However, largely due to exchange rate movements, the year-on-year change in the FAO
international cereals price index (expressed in rand terms) remained elevated at 21,8 per cent in
May 2016, before slowing notably to 3,0 per cent in July.

Extreme drought conditions resulted in a marked acceleration in agricultural producer food
price inflation to 27,2 per cent in February 2016, before slowing to 17,0 per cent in April. This rate
of increase, however, quickened again to 18,8 per cent in July. Likewise, producer price inflation
for cereals and other crops receded from a high of 79,2 per cent in January 2016 to 42,4 per
cent in April, before accelerating marginally in the months to July. Producer food price inflation
at the manufactured level accelerated from 7,8 per cent in January 2016 to 12,6 per cent in July.
The recent price increases were broad-based, with double-digit year-on-year rates of increase
being recorded in eight of the ten subcategories in July 2016.

Producer and consumer food price inflation

Percentage change over twelve months
15

= Final manufactured producer food prices
= Consumer food prices

2011 2012 2013 2014 2015 2016

Consumer food price inflation responded to the acceleration in producer food price inflation
in a similar fashion, quickening from 7,0 per cent in January 2016 to 11,5 per cent in July — its
highest level in 55 months. Similar to agricultural producer food price inflation, the quickening
in unprocessed consumer food price inflation occurred fairly early and was more pronounced
than that of processed food price inflation. Unprocessed consumer food price inflation picked
up pace and amounted to 14,1 per cent in April 2016, while processed consumer food price
inflation accelerated to a more subdued 8,3 per cent in the same month. Unprocessed consumer
food price inflation, however, turned around and moderated for the third consecutive month in
July 2016, amounting to 12,5 per cent. Processed consumer food price inflation, on the other
hand, accelerated from 6,3 per cent in January 2016 to 10,4 per cent in July, signifying that
the rise in processed food price inflation was broadly offset by lower unprocessed food price
inflation. Consumer food price inflation accelerated in eight categories and moderated in the
remaining one of the nine subcategories contributing to the consumer food price basket in July
2016, leading to the renewed pickup in consumer food price inflation in that month.

After moderating throughout 2015, most measures of underlying inflation trended higher in
the first half of 2016, moving closer to the upper limit of the inflation target range. Subtracting
the impact of food, non-alcoholic beverages and petrol prices from the calculation of headline
consumer price inflation, the resultant underlying measure of inflation moderated from 5,9 per
cent in February 2016 to 5,7 per cent in May, before accelerating once again to 5,8 per cent
in July. When also excluding electricity prices, underlying inflation slowed from 5,7 per cent in
February 2015 to 5,4 per cent in March 2016 due to a moderation in services price inflation.
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Underlying inflation thereafter accelerated to 5,7 per cent in July, following the outcome of
scheduled quarterly surveys, especially in the rent and transport services product categories,
as well as a quickening in durable and semi-durable goods price inflation. This measure of core
inflation has been moving in a narrow band of between 5,1 per cent and 5,9 per cent over the
past three years, with the latest movement reflecting only a marginal increase in underlying
inflationary pressures.

Headline and underlying measures of consumer price inflation

Percentage change over twelve months

8
== Targeted measure of inflation
=== Headline consumer price index excluding food* and petrol
| Headline consumer price index excluding food*, petrol and electricity
7 === Trimmed mean consumer price index
6
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3
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*Food includes non-alcoholic beverages

After decelerating for three consecutive months from a recent high in February 2016, price
changes based on the classification of individual consumption by purpose (COICOP) categories
suggested a slight acceleration in inflationary pressures in June and July 2016.

Headline consumer price inflation in COICOP categories

Percentage change over twelve months

2016
Weights

May Jun Jul
Food and non-alcoholic beverages.........ccccccceevvivvnnnnnnn. 15,41 10,5 10,8 11,3
Miscellaneous goods and SENVICES ......cuvvvvveeeieiiiivvennnnn. 14,72 7,0 7,2 7,0
Restaurants and hotels............cccoceiviiiii 3,50 5,6 6,2 6,9
Recreation and culture ..............cccoviiiiiiiii 4,09 6,2 6,5 6,3
Housing and ULIlIHIES ....vvvveeeeiiiiiiiceeeee 24,52 6,5 6,5 5,8
HeEaltN ..o 1,46 4,9 5,2 5,3
Alcoholic beverages and t0bacCo.........ccceevvviiviiiieennnn. 5,43 5,4 5,2 5,2
Clothing and fOOtWEAN ........ccvviiiiiieiiiieeieee e 4,07 4,9 4.7 4,7
EAUCAtION .. .vvvieecccccce e 2,95 4,6 4,6 4,6
Household content and ServiCes ...............uuvvvvvvvvvvvvennnn. 4,79 3,8 3,9 4.1
TrANSPOIM ettt 16,43 3,1 3,3 3,1
CoOmMMUNICALION ....eeeiiiiiiiie e 2,63 -0,4 -0,4 -0,1
All items headline consumer price index.........ccccec...... 100,00 6,1 6,3 6,0
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Consumer price inflation accelerated in five of the twelve COICOP categories, moderated in four
categories and remained unchanged in three categories in July 2016. The twelve-month rates of
increase in four of the COICOP categories exceeded the upper limit of the inflation target range
of 6 per cent in July 2016, while seven categories recorded price increases within the inflation
target range and only one category registered a rate of change lower than 3 per cent. The food
and non-alcoholic beverages category recorded the highest rate of increase in the year to July
2016, followed by the category for miscellaneous goods and services. By contrast, the category
for communication recorded deflation in July 2016.

Following a marked acceleration in petrol price inflation to 20,7 per cent in February 2016,
administered price inflation quickened to 11,5 per cent over the same period. A subsequent
moderation in petrol price inflation to -3,4 per cent in July 2016, along with a slowdown in the
cost of education, resulted in administered price inflation moderating to 3,1 per cent in July.
When the effect of petrol prices is excluded from the calculation, administered price inflation
moderated from 8,5 per cent in January and February 2016 to 7,3 per cent in March and
remained at this level up to June, before slowing further to 5,7 per cent in July. When further
excluding electricity prices from the calculation, the rate of increase moderated from 7,1 per
cent in February 2016 to 5,2 per cent in May, before accelerating to 5,5 per cent in June largely
due to a quickening in public transport prices.

Headline consumer price inflation expectations

Per cent, as surveyed in the second quarter of 2016

Financial Business Trade union All surveyed
Average inflation expected for: analysts representatives representatives  participants
2010 i 6,7 6,2 6,1 6,3
2077 6,1 6,3 6,3 6,2
2078 et 55 6,3 5,9 5,9
The next five years ......cccccoveveenieeeiiieeens 5,6 6,3 5,8 5,9

Source: Bureau for Economic Research, Stellenbosch University

Average headline consumer price inflation expectations of analysts, business representatives
and trade union representatives remained virtually unchanged in the second quarter of 2016
when compared with the first quarter of 2016. On average, inflation expectations amounted to
6,3 per cent for 2016, 6,2 per cent for 2017 and 5,9 per cent for 2018.

Survey of inflation expectations

Percentage change over twelve months
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Having remained unchanged at 6,1 per cent in the first quarter of 2016, five-year inflation
expectations receded, on average, to 5,9 per cent in the second quarter. All social groups
lowered their five-year forecasts relative to the previous survey.

The results for the second quarter of 2016 confirmed that average inflation expectations
remained anchored, albeit at the top end of the inflation target range. After breaching the upper
limit of the target range in 2016 and 2017, respondents expect inflation to revert to within the
target range in 2018.
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International economic developments

Growth in real global economic activity moderated to an annualised rate of 2,7 per cent in
the second quarter of 2016, down from 3,2 per cent in the first quarter. This moderation was
observed in both advanced and emerging-market economies. Real output growth in advanced
economies slowed to 1,2 per cent in the second quarter, mainly due to the sluggish economic
performance of Japan and the euro area. At the same time, real output growth in emerging-
market economies decelerated to 4,0 per cent primarily on account of slower growth in India
and a contraction in economic activity in Russia. In addition, several Latin American economies
experienced recessions.

Real global output growth and contributions from advanced and
emerging-market economies

Percentage change from quarter to quarter Percentage points

I [} [}
Advanced economies (right-hand scale)
Emerging economies (right-hand scale)

m— GloObal growth

4 —\/ — 4

3 |- /\ \/\//\ —s

2 = —2

1= — 1
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Seasonally adjusted annualised rates

Sources: Bloomberg, Haver Analytics, International Monetary Fund, JPMorgan, national statistical offices
and staff calculations

In its July 2016 World Economic Outlook Update, the International Monetary Fund (IMF) lowered
its global growth forecast for both 2016 and 2017 by 0,1 percentage points to 3,1 per cent
and 3,4 per cent respectively. The growth forecasts for emerging-market economies remained
unchanged, while those for advanced economies were pared back by 0,1 percentage points for
2016 and 0,2 percentage points for 2017. The outlook for the United Kingdom (UK) and the euro
area was adversely affected by the outcome of the Brexit referendum in which the UK electorate
voted to leave the European Union, together with potential banking stresses in some European
countries. Brexit is projected to have a muted impact on the United States (US), but lower-than-
expected first quarter growth resulted in a downward revision of the 2016 growth forecast. By
contrast, the outlook for emerging-market economies remains mixed. Growth prospects for
Russia have for instance improved following the uptick in oil prices since the beginning of the
year, while the outlook for Nigeria has deteriorated significantly due to a shortage of foreign
currency, insufficient power generation and low investor confidence levels.

Disappointing global growth so far in 2016 and the Brexit shock have prompted greater policy
easing in advanced economies. Japan and the euro area have followed the examples of Sweden,
Switzerland and Denmark in lowering some of their policy rates below zero. At the same time,
these countries have expanded their quantitative easing programmes, joined recently by the
UK. As a result, demand for bonds and equities of emerging-market economies, which yield
positive returns partly due to higher risk, also rebounded.
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Government bond yields in selected advanced economies
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Real output in the US grew by 1,1 per cent in the second quarter of 2016, a modest acceleration
from the 0,8 per cent rate of increase in the first quarter, but well below market expectations.
The firmer real GDP growth in the second quarter was mainly driven by increased household
spending, which was partly offset by a negative contribution from private inventory investment.
The Federal Open Market Committee (FOMC) left the federal funds rate unchanged at its July
2016 meeting, citing uncertainty about global economic conditions and weak inflationary
pressures as its main reasons. The deflator for personal consumption expenditure, the Federal
Reserve’s preferred inflation measure, has moderated from 1,0 per cent in May 2016 to 0,8 per
cent in July. The FOMC expects inflation to accelerate to 2 per cent as the effects of lower
energy prices fade.

Real output growth in selected advanced economies

Percentage change at seasonally adjusted annualised rates

2014 2015 2016
Country/region 3rdgqr 4thqgr Year 1stgr 2ndqr 3rdgr 4thgr Year 1stqr 2ndgr
United States................. 5,0 2,3 2,4 2,0 2,6 2,0 0,9 2,6 0,8 1,1
Japan ..., -2,4 2,2 0,0 5,0 -1,9 2,1 -1,7 0,5 2,1 0,7
Euro area........ccccceveuneennn 1,4 1,7 1,1 3,3 1,4 1,5 1,8 2,0 2,1 1,2
United Kingdom ............ 3,3 3,4 3,1 1,1 1,7 1,8 2,8 2,2 1,8 2,4
Canada ......ccoeevvveennnnn. 2,1 3,4 2,5 -1,0 -0,5 2,2 0,5 1,1 2,5 -1,6
Australia ........cccoveeiiienns 1,6 2,0 2,7 3,7 0,9 3,9 2,8 2,4 4.3 2,1
New Zealand................. 3,8 3,5 3,0 1,0 1,3 3,3 3,6 3,0 3,0 1.6

Advanced economies... 2,7 2,2 1,9 2,7 1,3 2,0 1,2 2,1 1,6 1.2

Underlined numbers indicate projections. Some regional totals include countries with forecasted data.
Sources: Bloomberg, national statistical offices and staff calculations

Economic growth in Japan slowed sharply to 0,7 per cent in the second quarter of 2016 from
2,1 per cent in the first quarter. Against the background of heightened global uncertainty, partly
due to Brexit, the Bank of Japan decided at its July 2016 meeting to expand monetary easing in
support of domestic economy activity. To this end it has increased its purchases of exchange-
traded funds, expanded its lending programme and increased the amount of collateral that
can be pledged under its US dollar funds-supplying operations. Furthermore, the Japanese
government announced additional fiscal stimulus measures in August 2016 in support of the
Japanese economy.

db

South African Reserve Bank  Quarterly Bulletin September 2016



Real GDP growth in the euro area decelerated from 2,1 per cent in the first quarter of 2016 to
1,2 per cent in the second quarter. Much of this weakness stemmed from disappointing growth
in Germany and a contraction in output in France. By contrast, real output growth surprised
positively in Greece. Meanwhile, euro area consumer inflation turned positive in recent months,
although still remaining muted. The European Central Bank (ECB) expects inflation to pick up
towards the end of 2016 due to base effects, and to accelerate further in 2017 and 2018. In
March 2016 the ECB lowered several key policy rates and expanded its bond-buying programme
from €60 billion to €80 billion per month to stimulate economic activity and address deflationary
risks. The ECB has since maintained its policy stance and confirmed that quantitative easing is
set to continue at least until March 2017.

Real economic growth in the UK accelerated from 1,8 per cent in the first quarter of 2016 to
2,4 per cent in the second quarter. However, the Brexit referendum result has cast substantial
uncertainty over economic prospects for the UK economy. Recent business surveys covering
manufacturing, construction and services have already indicated a significant decline in activity.
Although the Bank of England (BoE) still expects the UK economy to avoid a recession, it has
lowered its 2017 growth projection from 2,3 per cent to 0,8 per cent. Meanwhile, consumer price
inflation accelerated to 0,6 per cent in July 2016. Even though inflation is well below the BoE'’s
inflation target of 2,0 per cent, a sharp pickup in inflation is expected over the next six months
following the depreciation of the British pound. At its August 2016 Monetary Policy Committee
meeting, the central bank adopted measures to support economic growth by reducing its policy
rate to 0,25 per cent, buying corporate bonds amounting to £10 billion and increasing the
purchases of government bonds by £60 billion to £435 billion.

Economic growthin emerging Asia decelerated somewhat to 6,4 per centin the second quarter
of2016. Real GDP growthin Chinaacceleratedto 7,1 per centin the second quarter from 6,5 per
centinthe first quarter. Although growth in China has moderated significantly from the double-
digitratesachievedin 2011, the pace of expansion stillremains elevated when compared to most
other countries. Progress towards rebalancing the economy towards increased consumption
has been slow and the country is facing a number of challenges, including high and rising
corporate debt. Consumer price inflation in China moderated from 2,3 per cent in April 2016
to 1,3 per cent in August, while producer price deflation has eased following higher
commodity prices.

Real output growth in selected emerging-market economies

Percentage change at seasonally adjusted annualised rates

2014 2015 2016
Country/area 3rdgr 4thgr Year 1stgr 2ndqgr 3rdqr 4thgr Year 1stqr 2ndqr
China.....coveeviiiiiiice 7,2 7,0 7,3 6,7 7,2 6,7 6,5 6,9 6,5 7,1
INdia .coveeiieiciie 8,3 3,3 7,2 70 104 7,9 4,8 7,6 9,6 55
Indonesia...........coveneee 5,0 4,8 5,0 4,1 4,8 5,2 5,8 4,8 3,9 6,0
Emerging Asia ............ 7,0 5,9 6,8 6,3 7,5 6,7 5,9 6,7 6,9 6,4
Russia......cccocevviiiininnns -1,8 -1,1 0,7 -10,1 -4.1 0,4 -1,6 -3,7 1,2 -2,0
TUKEY v 1,3 55 3,0 4,3 55 4,1 47 4,0 2,6 1,2
Poland.......cccoceieveriennnn. 2,4 3,2 3,3 5,7 1,6 3.2 5,3 3,6 -0,4 3,6
Emerging Europe........ 0,2 1,5 1,8 -2,9 -0,6 2,1 1,4 -0,2 1,5 0,3
Brazil......cccoovviiiininnn, 0,1 1,5 0,1 -3,8 -8,8 -6,1 -5,0 -3,8 -1,7 -2,2
MEXICO ...vvvvirveiriiiiiinins 1,8 2,6 2,2 1,7 34 2,8 1,8 2,5 2,0 -0,7
Argentina.........cccoeeenene -3,8 3,2 -2,6 6,9 5,7 -0,5 -1,5 24 27 -59
Latin America.............. 0,9 1,9 1,0 -0,2 -1,8 -1,2 -1,3 -0,1 -07 -25
Emerging economies.. 4,8 4,4 4,6 3,7 4,6 4,5 3,9 4,0 4,8 4.0

Underlined numbers indicate projections. Some regional totals include countries with forecasted data.
Sources: Bloomberg, Haver Analytics, JPMorgan, national statistical offices and staff calculations
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The pace of economic growth in India decelerated significantly to 5,5 per cent in the second
quarter of 2016 following growth of 9,6 per cent in the previous quarter. By contrast, output in
Indonesia expanded by 6,0 per cent in the second quarter of 2016 from 3,9 per cent in the first
quarter. Consumer price inflation in India accelerated from 4,8 per cent in March 2016 to 6,1 per
cent in July, while inflation in Indonesia has moderated from 8,4 per cent in December 2014 to
2,8 per cent in August 2016. After reducing its reference rate by a cumulative 100 basis points
earlier this year, the Bank of Indonesia adopted the seven-day reverse repurchase rate in August
as its new policy rate to strengthen the monetary policy framework. The Reserve Bank of India
has kept its policy rate unchanged at 6,5 per cent since April 2016. More importantly, the Indian
government confirmed an official inflation target of 4 per cent in August, within a range of plus
or minus 2 per cent, in line with the central bank’s recommendation.

Real output growth in emerging Europe decelerated to an annualised rate of 0,3 per cent
in the second quarter of 2016, mainly due to output contracting by 2,0 per cent in Russia
and a moderation in economic activity in Turkey. Real output in Poland, however, grew at a
rate of 3,6 per cent in the second quarter of 2016, following a contraction in the first quarter.
Sluggish economic activity in emerging Europe has largely suppressed inflationary pressures in
the region, although currency depreciation has mitigated this effect in Turkey. Consumer price
inflation in Russia has decelerated notably from 16,9 per cent in March 2015 to 6,9 per cent in
August 2016, while deflation continued in Poland with prices falling by 0,8 per cent in August.
By contrast, inflation in Turkey accelerated from 6,6 per cent in May to a five-month high of
8,8 per cent in July, before slowing somewhat to 8,1 per cent in August. The policy rate was
kept unchanged in recent months in Poland, while Turkey and Russia reduced their policy rates
by 25 and 50 basis points respectively.

Real output in the Latin American region has contracted for six consecutive quarters, declining at
an annualised rate of 2,5 per cent in the second quarter of 2016. A number of major economies,
including Argentina, Brazil and Venezuela, remain in recession. Second-quarter output also
declined in Chile and Mexico. Inflation in Brazil has decelerated from 10,7 per cent in January
2016 to 8,7 per cent in July partly due to the appreciation of the real. However, the central bank
of Brazil has maintained its policy rate at 14,25 per cent since mid-2015, citing the slower-than-
expected disinflationary process. Meanwhile, the central banks of Mexico and Colombia have
tightened their policy rates cumulatively by 100 and 200 basis points respectively since the
beginning of the year to contain rising inflationary pressures.

According to the CPB Netherlands Bureau for Economic Policy Analysis, world trade volumes
(as measured by three-month moving average of world exports) contracted by 2,7 per cent
in June 2016. Export volumes of advanced economies decreased by 2,9 per cent in June
2016, compared with a contraction of 3,2 per cent in the preceding month. In emerging-market
economies, export volumes contracted by 2,5 per cent.

After nearly six years of declines (two years in the case of energy prices), most commodity
prices have rebounded somewhat from the low levels registered in January 2016. Energy prices
increased rapidly by 42 per cent up to August, followed by precious metals (25 per cent), metals
and minerals (16 per cent) and agricultural products (9 per cent).

The price of Brent crude oil (which constitutes 84,5 per cent of the weight in the World Bank’s
energy index) rebounded by more than 90 per cent from mid-January 2016 to US$50 per barrel
in early June. The increase in crude oil prices largely resulted from the depreciation in the
US dollar and falling US oil production. However, oil prices declined below US$42 in early
August, before rising again to levels of around US$50 per barrel in mid-August amid speculation
of a possible agreement between Saudi Arabia, Russia and other major producers to limit
production.
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Crude oil prices have declined by more than 10 per cent to US$45 per barrel towards the end
of August as doubts about the possible agreement intensified. However, oil prices rebounded
again in early September as US inventories dropped sharply following import and production
disruptions due to a hurricane in the Gulf of Mexico. Brent crude oil futures prices, for delivery in
the first and second quarters of 2017, were trading at around US$51 per barrel and US$52 per
barrel respectively in early September 2016. Volatile oil prices have had a major impact on
oil producing nations such as the members of the Organization of the Petroleum Exporting
Countries (OPEC); the considerable reduction since 2015 in their combined nominal GDP is
shown in the graph below.

International crude oil prices
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Current account’

Notwithstanding the moderation in global economic activity, South Africa’s merchandise export
volumes rallied strongly in the second quarter of 2016, benefiting from the lagged effect of the
depreciation in the exchange rate of the rand. Simultaneously, weak growth in domestic demand
led to a decline in merchandise import volumes. South Africa’s trade balance consequently
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switched from a deficit of R48 billion in the first quarter of 2016 to a surplus of R33 billion in the
second quarter. Over the period, South Africa’s trade balances with Asia and Europe improved
notably, largely reflecting higher exports to these regions.

Balance on current account

R billions, seasonally adjusted and annualised

2015 2016

1stgr 2ndqgr 3rdgr 4thgr Year 1stqr 2ndqr

Merchandise exports 940 984 984 988 974 1005 1097

Net gold eXPOrS.......coovvviiiiiceiiiee e 63 71 65 72 68 52 55

Merchandise IMpPOrtS..........ccocvrveieiiiieeieeeenn, -1070 -1050 -1082 -1101 -1076 -1105 -1118

Trade balance...........cocooveiicinniiiie, -68 5 -34 -41 -34 -48 33
Net service, income and current

transfer payments........cccocevviiiiiinciicn -134 -128 -148 -150 -140 -174  -168

Balance on current account..............ccccoees 202  -123 -182 -191 -174 -221  -134

As percentage of gross domestic product.... -5,1 -3,1 -4,5 -4,6 -4,3 -5,3 -31

Components may not add up to totals due to rounding

The shortfall on the services, income and current transfer account shrank somewhat in the
second quarter of 2016 as an increase in net income and services payments to non-residents
was more than neutralised by a marked decline in net current transfer payments to the rest of
the world. The improvement in the trade balance coupled with the marginally smaller deficit
on the services, income and current transfer account significantly narrowed the deficit on the
current account of the balance of payments to 3,1 per cent of GDP in the second quarter of
2016; on average, this ratio amounted to 4,4 per cent since the third quarter of 2015.

Balance of payments: Current account
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The value of merchandise exports which had advanced by 1,8 per cent in the first quarter
of 2016 surged by 9,1 per cent in the second quarter following firm increases in all major
export categories, namely manufacturing, mining and agriculture. The value of manufactured
exports rose by no less than 9,8 per cent in the second quarter, underpinned by especially
an increase in the value of vehicles and transport equipment. The number of both passenger
and commercial vehicles exported surged over the period — passenger vehicles were largely
destined for the United Arab Emirates and Angola while the export of commercial vehicles
was mainly earmarked for the United Kingdom, Germany and the African region. In addition,
South African manufacturers sold a number of container and tank wagons to Swaziland and
six locomotives to Cote d’Ivoire. As shown in the accompanying graph, the deficit for trade in
vehicles and transport equipment accordingly narrowed to R39 billion in the second quarter
of 2016, considerably less than the quarterly average of R58 billion recorded during the period
2010 to the first quarter of 2016.

Trade in vehicles and transport equipment
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Mining export proceeds rose by 10,3 per cent in the second quarter of 2016, largely benefiting
from the sharp increases in the export value of platinum-group metals, base metals and articles
thereof, more in particular ferrochrome destined for China, as well as iron ore. Furthermore, no
crude oil was exported in the second quarter of 2016 following sales of South Africa’s strategic
crude oil reserves in the preceding quarter. The value of agricultural exports advanced in the
second quarter of 2016, benefiting largely from a sharp rise in the export value of citrus products.

Merchandise export volumes shrank by 0,9 per cent in the first quarter of 2016. However, the
steady pace of increase in global economic activity and the lagged effect of the depreciation
in the exchange rate of the rand created additional demand for domestically produced goods,
lifting the volume of merchandise exports by 5,6 per cent in the second quarter of 2016.
Consistent with higher export volumes, the volume of bulk and break bulk cargo handled at
national ports rose by 11,0 per cent from the first quarter of 2016 to the second quarter.

The dollar price of a basket of South African-produced non-gold export commodities increased
by 7,0 per cent in the second quarter of 2016. Though price increases were broad based
during the period, pronounced increases were observed in the prices of iron ore and platinum,
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increasing by 14,9 per cent and 9,8 per cent respectively. The international price of nickel rose
amid prospects of an environmental review of the mining sector in the Philippines, the world’s
largest producer of nickel. After rising by 2,7 per cent in the first quarter of 2016, the rand price
of merchandise exports increased further by 3,3 per cent in the second quarter.

Volume of merchandise exports
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The London fixing price of gold which averaged US$1 180 per fine ounce in the first quarter of
2016 rose by 6,6 per cent to US$1 258 per fine ounce in the second quarter. The price of gold
was supported by, among other factors, low to negative bond yields in advanced economies
and increased demand for the metal as a safe haven asset amid increased uncertainty following
the outcome of the UK referendum to leave the European Union on 23 June 2016 (Brexit
announcement). The dollar price of gold rose by 4,0 per cent to US$1 315 per fine ounce
immediately after the announcement of the result and traded at US$1 318 per fine ounce during
the last week of June. In July 2016, the average fixing price of gold on the London market
came to US$1 337 per fine ounce. The strengthening of the exchange rate of the rand in the
second quarter of 2016, however, resulted in the average realised rand price of gold moving
broadly sideways over the period. Nonetheless, a rise in the volume of net gold exports in the
second quarter of 2016 resulted in an increase of 5,0 per cent in the value of net gold exports.
A statistical release by the World Gold Council in August 2016 showed that the central banks
of Russia, China and Kazakhstan, among others, accumulated gold reserves of 38,4 tonnes,
25,8 tonnes and 9,8 tonnes respectively over the period.

Notwithstanding the decline in gross domestic expenditure, the value of merchandise imports
rose by 1,2 per cent in the second quarter of 2016, following an increase of 0,4 per cent in the
preceding quarter. Firm increases were registered in crude oil and agricultural imports, whereas
the value of manufactured imports shrank in the second quarter. Declines were fairly broad
based among the subcategories for manufactured imports; increases were mainly registered in
the imports of chemical products, optical and professional equipment and prepared foodstuffs,
beverages and tobacco. An uptick in the wholesale prices of South Africa’s main trading partner
countries and higher international oil prices gave rise to higher rand prices in the second quarter
of 2016, notwithstanding an increase in the nominal effective exchange rate of the rand.
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Merchandise import volumes, which had declined by 2,6 per cent in the first quarter of 2016,
decreased by a further 0,9 per cent in the second quarter. The physical quantity of manufactured
imports declined in the second quarter of 2016 in line with the sustained contraction in capital
spending since the fourth quarter of 2015. The import volume of machinery and electrical
equipment decreased visibly as the independent power producers curtailed their imports of
solar components alongside a decline in vehicles and transport equipment. At the same time,
the volume of crude oil imports increased by 9,5 per cent. South Africa’s import penetration
ratio remained elevated at 26,2 per cent in the second quarter of 2016, unchanged from the
first quarter of 2016.

The country’s terms of trade (including gold) improved in the second quarter of 2016 as export
prices rose at a somewhat faster pace than import prices.

Having widened by R24 billion or 16 per cent in the first quarter of 2016, the shortfall on the
services, income and current transfer account narrowed by about R6 billion in the second
quarter. Increases in net income payments to foreign investors alongside marginally higher net
payments for services were more than neutralised by a decline in net current transfer payments
to the rest of the world over the period. Net interest payments to non-residents increased in
the second quarter of 2016, partly due to higher domestic interest rates, while an increase in
dividends received by South African investors on their offshore investments — the first increase
since the first quarter of 2015 — was more than offset by a further increase in gross dividend
payments to non-residents.

The relative size of the deficit on South Africa’s income account compares favourably with that
of some developing countries. The accompanying graph depicts the balances on the income
accounts of a selection of countries as an average ratio of the respective countries’ GDP for the
period 2010-2015. Advanced economies mainly registered surpluses on their income accounts
while most of the other countries recorded deficits.

Selected countries: Net income balance* as percentage of gross
domestic product for the period 2010-2015

France™ | 2,4

Germany**
Sweden**
United States**
Netherlands™*
Philippines
United Kingdom™*
China

Turkey

India

Argentina
Brazil

Mexico

South Africa
Australia™
Indonesia
Poland

Russia
Malaysia

1,3
1,0
0,4
-0,3
-0,5

1,1
22
2,3
23
2,5
25
-3,1
-3,1
-3,1
-3,3

2,2
2,0

Colombia -3,6
Hungary -4
New Zealand -4,2
Chile 43
Thailand 45
Peru [ -5,9 I

-8 -6 -4 -2 0 2 4

* Negative sign refers to net payments whereas positive sign refers to net receipts
** Advanced economies

Source: IMF and own calculations

db

South African Reserve Bank ~ Quarterly Bulletin September 2016



Owing largely to a small decrease in gross travel receipts from abroad, net payments for
services increased somewhat in the second quarter of 2016. Travel receipts, which gained
significant momentum in the second half of 2015 following the relaxation of South African visa
requirements, were nevertheless 14 per cent higher in the first half of 2016 when compared
with the corresponding period in 2015. Net current transfer payments by South Africa declined
notably in the second quarter of 2016. This resulted from a reduction in the amounts payable
to South Africa’s partner countries in the Southern African Customs Union (SACU) in 2016/17,
mainly driven by lower import duties collected in an earlier year.

Financial account

The South African economy continued to attract inward foreign investment on a net basis in
the second quarter of 2016, albeit at a slower pace than in the first quarter. The net inflow
of capital on the financial account of the balance of payments (including reserve assets but
excluding unrecorded transactions) shrank from R31,7 billion in the first quarter of 2016 to
R5,1 billion in the second quarter. On a net basis, the categories for direct and portfolio
investment recorded capital inflows in the second quarter while other investment registered
capital outflows. Capital inflows over the period were supported by indications of a possible
delay in the tightening of monetary policy in the US and the relatively high return offered on
domestic debt securities. Global financial markets experienced some turbulence towards the
end of June 2016 following the Brexit announcement. Some aversion towards risky financial
assets, declines in the prices of UK-linked equities and the depreciation of emerging-market
currencies were noted during the last week of June. Despite the subsequent apparent return
to calmness in global financial markets, uncertainty around the British exit plan is expected to
remain a concern during the next two years. Unease lingers among large recipients of foreign
direct investment and other capital funding from the UK.

Net financial transactions

R billions

2015 2016

1stgr 2ndqgr 3rdgr 4thar Year 1stgr 2ndqr

Change in liabilities

Direct investment -138,9 6,9 15,9 13,7 22,6 9,9 9,7
Portfolio investment 39,3 54,8 11,8 -0,3 105,6 13,5 33,0
Financial derivatives..............cccoeeeeenn. -72,6 -74,3 -71,0  -103,0 -320,9 -149,6 -103,4
Other investment ..........cccoeveviiennennn. 39,6 -20,6 6,2 44,6 69,8 2,2 -20,9
Change in assets
Direct investment..........ccooveviniennnn. -11,3 -4,9 -14,7 -37,4 -68,3 -20,5 -7,6
Portfolio investment .........cccccooveeinnee. -5,3 -10,0 -24,2 -10,6 -50,1 8,0 -2,4
Financial derivatives.............cccocceeinnee. 73,3 70,9 78,3 103,3 325,8 148,5 94,4
Other investment .........ccccoovveeiiiiienns -18,3 -20,0 38,8 48,3 48,8 15,56 1,1
Reserve assets .......ccceovvvviviiiieciiiiinn, 12,3 1,4 0,5 -5,1 9,1 4,2 1,2
Total identified financial transactions*... 43,0 4.1 41,7 53,5 142,3 31,7 5,1
As percentage of gross domestic
PrOQUCT ... 4,4 0,4 4,1 52 3,6 3,0 0,5

*Including reserve assets but excluding unrecorded transactions
Inflow (+)/Outflow (-)

Foreign-owned assets in South Africa

South Africa’s direct investment liabilities increased further in the second quarter of 2016 as
foreign investors with subsidiaries in the domestic market expanded their shareholding in the
domestic entities. Non-resident investors acquired direct investment assets to the value of
R9,7 billion in the second quarter, having invested R9,9 billion in the first quarter of 2016. A
foreign parent company, among other transactions, sold part of its shareholding in a South
African bank, while another foreign parent company increased its equity holdings in a South
African company in the food and beverages industry during the second quarter.
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Inward portfolio investment into South Africa increased notably in the second quarter of 2016
following relatively minor capital inflows in the second half of 2015 and in the first quarter of
2016. Non-residents were net buyers of South African debt and equity securities to the value of
R33,0 billion in the second quarter of 2016 following an inflow of R13,5 billion in the preceding
quarter. The bulk of these inflows reflected the acquisition of domestic debt securities by foreign
investors searching for higher yields in emerging markets. The attractiveness of domestic debt
securities was further buoyed by international rating agencies’ decision to maintain South
Africa’s sovereign rating at investment grade, leading to a decline in domestic bond yields
relative to that of other emerging-market economies. The acquisition of domestic debt securities

Box 1 The impact of the revision of JSE statistics on inward portfolio
investment flows

On 24 July 2016 the JSE announced a revision of its data regarding the purchases and sales of South
African equity securities by non-resident investors during the period 31 May to 20 July 2016. The revision
will not affect the inward portfolio investment statistics published in the June 2016 Quarterly Bulletin as these
statistics covered only the first quarter; second-quarter estimates of inward portfolio investment flows are
released for the first time in this issue of the Quarterly Bulletin.

The South African Reserve Bank (the Bank) published a brief note in the June 2014 Quarterly Bulletin explaining
its revised methodology for the calculation of the portfolio investment liabilities in the financial account of the
balance of payments. In addition to the statistics obtained from the JSE, the Bank also uses other relevant
and available data sources, including data on stock positions acquired from South Africa’s Central Securities
Depository (STRATE), to estimate inward portfolio flows.

in the second quarter was furthermore underpinned by the issuance of an international bond
by National Treasury to the value of US$1,25 billion, which more than compensated for the
redemption of a €750 million international bond. Over the same period, non-resident investors
also sold less domestic equity securities compared to the first quarter of 2016. The disposal
of South African equities amounted to R1,6 billion in the second quarter of 2016 following
net sales of R7,7 billion in the first quarter.

Inward portfolio investment
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Other investment flows into South Africa switched to a capital outflow of R20,9 billion in the
second quarter of 2016, following inflows of R44,6 billion and R2,2 billion in the fourth quarter
of 2015 and the first quarter of 2016 respectively. The outflow of other investment capital can
largely be attributed to the repayment of loans by the domestic banking sector as well as the
redemption of long-term loans by the private sector and public corporations.
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South African-owned assets abroad

South African entities acquired a smaller amount of foreign direct investment assets in the
second quarter of 2016 — outward direct investment flows amounted to R7,6 billion in the
second quarter compared with outflows of R20,5 billion in the first quarter. Increased volatility in
global financial markets probably caused South African entities to be somewhat more cautious
in acquiring offshore assets.

South African residents acquired foreign portfolio assets worth R2,4 billion in the second
quarter of 2016 following the disposal of portfolio assets to the value of R8,0 billion in the first
quarter. South African institutional investors purchased foreign portfolio assets to the value of
R50,1 billion in 2015.

Other outward investment flows moderated from an inflow of R15,5 billion in the first quarter of
2016 to an inflow of R1,1 billion in the second quarter. The repatriation of part of the domestic
banking sector’s deposits with foreign banks mainly accounted for the latter inflow of capital.

Foreign debt

South Africa’s total outstanding foreign debt increased from US$124,1 billion at the end of the
fourth quarter of 2015 to US$129,2 billion at the end of the first quarter of 2016, buoyed by a
rise in rand-denominated debt. Expressed in rand terms, however, the country’s gross external
debt declined from R1 933 billion to R1 922 billion over the same period largely due to the
strengthening of the rand against the US dollar.

External debt of South Africa
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Foreign currency-denominated external debt declined from US$69,3 billion at the end of the
fourth quarter of 2015 to US$67,6 billion at the end of the first quarter of 2016. The decrease
of foreign currency-denominated external debt was mainly brought about by a decline in non-
residents’ deposits with the domestic banking sector as well as the redemption of short- and
long-term loans by this sector. The redemption of a US dollar-denominated international bond
by a parastatal amplified the decline in foreign currency-denominated external debt. South
Africa’s short-term debt (i.e. debt with an original maturity of less than one year) improved
marginally to 29 per cent of total foreign debt at the end of the first quarter of 2016, slightly less
than the ratio of 30 per cent recorded at the end of the fourth quarter of 2015, as the increase
in external debt mainly took the form of long-term debt securities.

Rand-denominated external debt expressed in US dollar terms increased for the first time
since the end of June 2014, from US$54,8 billion at the end of the fourth quarter of 2015 to
US$61,5 bilion at the end of the first quarter of 2016. The substantial increase in rand-
denominated debt expressed in US dollars resulted from further net purchases of domestic
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government bonds by non-residents along with a rise in the market value of these bonds amid
the strengthening in the external value of the rand. This increase was exacerbated by non-
residents’ rand-denominated deposits with and short-term loans extended to the domestic
banking sector.

South Africa’s foreign debt

USS$ billions at end of period

2014 2015 2016

4th gr 1stgr 2ndqgr 3rdgr 4thar 1st gr

Foreign currency-denominated debt............... 67,5 67,0 65,7 66,6 69,3 67,6
Debt SECUMHIES ....cveviieiiiircrcicccecc e 22,7 23,6 23,9 23,8 23,3 22,6
OthBI . 44,8 43,3 41,8 42,8 46,0 45,0
Public SECTOr ....cviiiiiiiiic 8,2 7,3 7,7 7,8 7,7 8,1
Banking Sector ........cccvviiiiiiii 18,4 17,7 16,3 16,5 19,9 17,9
Non-monetary private Sector ...........cccceevns 18,2 18,3 17,8 18,5 18,4 19,0
Rand-denominated debt.........ccccuvvvvenininnnnnne. 77,6 77,4 76,0 67,9 54,8 61,5
Debt securities........ccovvveiiiiiiiiiiiiiie 41,1 39,4 38,8 34,5 28,7 32,8
Other ..o, 36,4 38,0 37,2 33,4 26,1 28,8
Total foreign debt .......ccceevvieiiniiieeeceree, 145,1 144,4 1417 134,5 1241 129,2
As percentage of gross domestic product.... 41,3 41,3 41,4 40,8 39,4 43,6
As percentage of total export earnings......... 123,8 124,6 123,8 121,7 1189 133,2

South Africa’s external debt as a ratio of annualised GDP increased from 39,4 per cent in
December 2015 to a record high of 43,6 per cent in March 2016 — the ratio amounted to, on
average, 40,4 per cent during the two-year period 2014-2015. Relative to the country’s export
proceeds, South Africa’s external debt rose from 118,9 per cent to 133,2 per cent over the same
period with the latter value representing a new record high.

International investment position

South Africa’s positive net international investment position narrowed from R700 billion at the
end of December 2015 to R544 billion at the end of March 2016 due to an increase in the value
of South Africa’s foreign liabilities and a slight decline in the value of foreign assets.

Having increased by 7,7 per cent in the fourth quarter of 2015, the market value of South Africa’s
foreign liabilities (arising from inward investment) advanced at a significantly slower pace of
2,3 per cent in the first quarter of 2016 (i.e. from R5 563 billion at the end of December 2015
to R5 694 billion at the end of March 2016). The increase in foreign liabilities can mainly be
attributed to an increase in equity values of both direct and portfolio investment which in turn
rose largely due to valuation effects.

The market value of South Africa’s foreign assets (outward investment) declined marginally during
the first quarter of 2016 to an amount of R6 238 billion at the end of March 2016 compared
with R6 263 billion at the end of December 2015. The quarterly rate of decrease in the value
of foreign assets came to 0,4 per cent in the first quarter of 2016 compared with an increase
of 18,7 per cent in the preceding quarter. Marginal advances in direct and portfolio investment
assets were more than offset by declines for financial derivatives and reserve assets.

As a ratio of South Africa’s GDP, the country’s foreign liabilities increased marginally from
138,6 per cent at the end of December 2015 to 139,3 per cent at the end of March 2016 while
the country’s foreign assets declined from 156,1 per cent to 152,7 per cent over the same
period. This resulted in the country’s positive net international investment position receding to
13,3 per cent of GDP at the end of March 2016 from 17,4 per cent at the end of December 2015.
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International reserves and liquidity

Subsequent to a decrease of R4,2 billion in the first quarter of 2016, South Africa’s international
reserves declined by R1,2 billion in the second quarter. Measured in US dollar, 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$46,8 billion at the end of
March 2016 to US$46,4 billion at the end of June as the impact of the higher international price
of gold was more than offset by currency revaluation effects due to an appreciation of the US
dollar. The country’s gross reserves declined further to US$45,7 billion at the end of August
2016. The level of import cover (i.e. the value of gross international reserves relative to the value
of imports of goods and services and income payments) decreased from 5,4 months at the end
of March 2016 to 5,3 months at the end of June.

International reserves
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The Bank’s international liquidity position displayed moderate fluctuations, decreasing from
US$41,2 billion at the end of March 2016 to US$40,8 billion at the end of June, remaining
broadly unchanged up to the end of August.

Exchange rates

The external value of the rand on balance strengthened slightly further in the second quarter
of 2016, appreciating by 0,8 per cent against the US dollar and by 2,1 per cent on a trade-
weighted basis. The domestic currency started the second quarter of 2016 on a firm footing;
the trade-weighted exchange rate of the rand increased, on balance, by 4,0 per cent in April
2016 supported by a weaker US dollar. It depreciated markedly by 8,3 per cent in May 2016 as
hawkish comments made by some US Federal Reserve officials revived expectations of an early
US interest rate increase.

Exchange rates of the rand

Percentage change

30 Sep 2015 31 Dec 2015 31 Mar 2016 30 Jun 2016
to to to to
31 Dec 2015 31 Mar 2016 30 Jun 2016 7 Sep 2016

Weighted average”® ..........cccocceerrieennnne -10,0 2,5 2,1 4,7
EUMO o -8,8 0,7 2,9 4.1
US dollar ...c.vevviiiiiiiiseec e -11,3 4,7 0,8 5,3
Chinese yuan.........cccevvvvveeeeeiiiiiiieeeen -9,4 4,2 3,6 5,6
British pound.........ccooviiiiiiiiins -9,5 8,0 7,7 5,8
Japanese yen ......ccccceeiiiiiiiii -11,1 -2,2 -7,9 41

* Trade-weighted exchange rate against a basket of 20 currencies (nominal effective exchange rate)
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On a trade-weighted basis the exchange value of the rand increased by 7,7 per cent from the
end of May to 23 June 2016, buoyed by the confirmation of South Africa’s investment grade
credit rating by credit rating agencies. However, in the three days following the surprise outcome
of the British vote to leave the European Union, the exchange rate of the rand depreciated by
2,8 per cent on renewed risk aversion amid heightened uncertainty in the global financial
markets. Overall, the domestic currency appreciated, on balance, by 7,1 per cent from the end
of May 2016 to the end of June.

The South African rand, along with other high-yielding currencies, continued to appreciate
markedly in July and August 2016, while the British pound depreciated considerably against
most currencies. High-yielding currencies were supported by the notion that major central
banks could add liquidity to support markets, as well as expectations that the US Federal
Reserve could refrain from raising interest rates this year. Towards the end of August the rand,
however, depreciated abruptly in the wake of domestic political events.

Selected exchange rates: Foreign currency units per South African rand

Indices: 31 December 2015=100

140
Rand appreciation
130 |~
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The real effective exchange rate of the rand increased by 1,5 per cent from December 2015 to
June 2016. In January 2016 the real effective exchange rate of the rand reached its lowest level
since December 2001. In the subsequent months improved economic fundamentals, such as
a stronger trade balance, relatively high domestic bond yields and a recovery in commodity
prices contributed to upward pressure on the currency and a reduction in its undervaluation in
purchasing power parity terms.
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Turnover in the South African foreign-exchange market

The net average daily turnover in the South African market for foreign exchange has trended
lower over the past two years, and decreased slightly from US$21,2 billion in the first quarter
of 2016 to US$20,8 billion in the second quarter. The net average daily turnover in the second
quarter of 2016 was 6,2 per cent lower when compared with the level in the corresponding
quarter of 2015.

Net average daily turnover in the foreign-exchange market

USS$ billions

. . |
Il Transactions against the rand
Transactions in third currencies

2011 2012 2013 2014 2015 2016

Turnover in the domestic market for foreign currency against the rand fell from US$15,9 billion in
the first quarter of 2016 to US$15,6 billion in the second quarter, while turnover in the market for
third currencies receded from US$5,3 billion to US$5,2 billion over the same period. Transactions
in the swap market accounted for roughly 73 per cent of the net average daily turnover in the
rand market in the second quarter of 2016, with non-resident participation representing 61 per
cent of swap transactions.
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Money supply

Following two years of gradual acceleration, twelve-month growth in the broadly defined money
supply (M3) decelerated significantly in the first half of 2016. By the second quarter of 2016
growth in M3 fell below that of nominal GDP for the first time since mid-2014. The deceleration in
M3 growth was concentrated in the deposit holdings of the corporate sector; factors which may
have contributed to the slower growth include a lower transactions demand for money arising
from lower capital expenditure, drawdowns of corporate deposits due to the fact that June is
a provisional tax month, and the spending by local authorities of some of the equitable share
transfers they received earlier in the year. Growth in household sector deposits maintained its
resilience, consistently recording double-digit rates since January 2014. Individuals continued
to contribute significantly to growth in this deposit category, taking advantage of higher interest
rates and attractive depository savings and investment products offered by banks.

M3 and gross domestic product

Year-on-year percentage change
14 T T
— M3
ssnns MB: comparable estimates
12 = Nominal gross domestic product
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The monetary statistics were affected to a moderate extent by a methodological change
introduced in June 2016 which affected mostly corporate deposits. An explanation of this
technical issue is provided in the accompanying box.

Box 2 Revisions to money supply data

With the release of the monetary aggregates for June 2016, the Bank refined its measurement of deposits
included in the broadly defined money supply (M3). This box discusses the background to and nature of the
revision and its impact on the monetary aggregates released by the Bank.

During the first half of 2016, the Money and Banking Division of the Economic Research and Statistics
Department reviewed the financial instruments included in deposits with banks. This was done to ensure that
the calculation of the monetary aggregates is firstly, aligned with international standards, secondly, is treated
consistently across all reporting institutions and lastly, provides a fair reflection of monetary conditions.

Certain types of short-term debt instruments issued by banks, especially those that can be converted
into currency or transferable deposits at short notice without incurring a significant loss on the amount
initially invested, meet the internationally accepted definition of broad money. Examples include negotiable
certificates of deposit (NCDs), negotiable promissory notes (NPNs) and floating and fixed rate notes (FRNSs).
The characteristics of certain short-term debt instruments exclude them from compliance with this definition.
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Banks were therefore requested in their balance sheet reporting to move these instruments, such as structured
and credit-linked notes, from deposit to debt securities as they fall outside the definition of M3.

The affected banks revised their balance sheet data from January to May 2016; it was assessed that
further backward revision was not feasible. The reclassification resulted in a reduction in the level of M3 of
approximately R40 billion (about 1,3 per cent of M3). In terms of the monetary analysis, it is the ‘net other
assets and liabilities’ category that is affected as statistical counterpart of M3.

The impact of the revision on the level of the different monetary aggregate categories is presented in the table
below. Analysed by maturity, all the deposit categories were influenced, with long-term deposits being the
most affected category.

Impact of revision on monetary aggregates

R millions
M1 M2 M3
Be_fo_re A]_‘tc._er Be_fo_re Afte_;r Be_fo_re Aftgr
revision  revision  revision revision  revision  revision
2016
Jan ... 1447 146 1445289 2 424 559 2 420 841 2 982 664 2 939 393
FED. i 1419057 1416194 2417003 2 411088 2 991 454 2 945 963
MaF. i 1492 421 1490172 2458 235 2 459 285 3 066 328 3 023 076
ADE ittt 1451919 1449869 2439 000 2446 136 3 070 402 3 021 453
MaY .o 1439 352 1436987 2437 093 2431670 3078 284 3 031 641

The revision to the level of non-bank domestic private-sector deposits also affected the income velocity of
circulation of M3. The revised value for the first quarter of 2016 is 1,41 against an original value of 1,39.

With slower growth in M3 and a firmer growth rate in nominal GDP registered in the second
quarter of 2016, the income velocity of circulation of M3 rose to 1,42 in the second quarter of
2016, slightly higher than the value of 1,41 recorded in the first quarter of the year.

Viewed from a maturity perspective, growth in long-term deposits gained momentum in the
second half of 2015 and maintained its thrust in the first half of 2016, recording twelve-month
rates of increase of 10,2 per cent in June and 9,2 per cent in July. Demand for long-term
deposits was supported by the current less accommodative monetary policy stance resulting
in higher interest rates and banks offering more attractive saving and investment products
to address the composition of their funding. Growth in transactional balances — notes, coin,
cheque and transmission deposits — also remained high over the past year, whereas other
short- and medium-term deposits stagnated.

As shown in the graph on the following page, individuals continued to take advantage of higher
interest rates on deposits in the wake of uncertain and volatile financial market conditions, with
year-on-year growth in the deposit holdings of the household sector consistently exceeding
11 per cent since September 2014. By contrast, corporates experienced moderation in the
rate of increase of their M3 deposits in the first seven months of 2016. Within the corporate
sector, growth in deposits of non-financial corporates decelerated somewhat but the sharpest
decline related to the deposit holdings of financial companies, and was mostly a reflection of
the methodological improvements to the measurement of M3 deposits, as discussed in Box 2.
Growth over twelve months in corporate sector deposits remained pedestrian and averaged
5,2 per cent in the first half of 2016, but declined to 1,3 per cent in July.
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M3 holdings of households and companies

Percentage change over twelve months
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M3 holdings of households and companies

Quarter-on-quarter change Percentage of total
R billions M83 deposit holdings
2015 2016 2015 2016

3rd gr 4th gr 1stgr 2nd gr 4th qr 2nd qgr

Households ... 27,4 38,5 11,5 31,4 32,1 33,0
Companies: Total........coovveeeiireennnnn. 41,4 6,7 35,9 -29,7 67,9 67,0
Of which: Financial ......................... 10,1 -26,1 11,5 -0,1 37,6 37,3
Non-financial................... 31,2 32,8 24,4 -29,5 30,3 29,7

Total M3 deposits.......cccecerrieeieeennen. 68,7 45,2 47,4 1,7 100,0 100,0

In a statistical sense, growth in M3 during the second quarter of 2016 could be attributed to
growth in claims on the government sector, an increase in net other assets of the monetary
sector, as well as an increase in net foreign assets. However, this was largely offset by a reduction
in claims on the private sector. Net claims on the government sector increased due to a rise in
the holdings of government securities by the banking sector in the second quarter of 2016. Net
foreign assets increased due to a decline in the foreign liabilities of the monetary sector, which
exceeded the simultaneous decline in foreign assets. The gold and foreign-exchange assets of
the monetary sector were devalued as a result of the appreciation of the exchange value of the
rand over the period. Liabilities in respect of derivative instruments entered into with the foreign
sector and foreign-sector funding were also impacted by the appreciation of the exchange value
of the rand. Claims on the private sector contracted in the second quarter of 2016, partly as a
result of a decline in demand for credit by the corporate sector.

Statistical counterparts of change in M3

R billions
2015 2016

3rd gr 4th qr 1stgr 2nd qr
Net foreign asSets .....ocvvviiiiiiiiiiieeie e 48,1 48,0 -24,7 7,8
Net claims on the government sector..........c.cccvvvveeenn. 40,9 -13,1 -0,4 9,1
Claims on the private sector 65,1 87,8 78,8 -19,0
Net other assets.......oovviiiiiii -85,3 -77,5 -6,3 3,8
Total change in M3.....cooiiiiiiiee s 68,7 45,2 47,4 1,7
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Credit extension

Year-on-year growth in bank credit extended to the domestic private sector moderated
somewhat in the second quarter of 2016 to an average of about 7 per cent, following stable and
benign growth of around 8 per cent since 2012. While there was some moderation of demand
for credit by the corporate sector during this period, the slowdown was also partly affected
by a technical correction” in the data. Growth in credit extension to the household sector has
been exceptionally weak since 2014 and even after adjusting for the technical change, remains
negative in real terms. Amid a weak economic growth environment the cumulative increase of
200 basis points in the repurchase rate since early 2014 and concomitant increases in lending
rates have added to the pressure on both households and corporates, especially those exposed
to high debt levels. Financial strain on households has been further exacerbated by rising prices
of food and electricity as well as weak employment prospects.

Bank loans and gross domestic product

Year-on-year percentage change
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Growth in total loans and advances moderated in the second quarter of 2016 while that of
nominal GDP firmed somewhat. As a consequence, the ratio of credit to GDP declined in the
second quarter of 2016. Already weak consumer confidence slumped further in the second
quarter of 2016, with consumer concerns about their finances translating into subdued demand
for credit. At the same time business confidence also fell to its lowest level since the fourth
quarter of 2009. However, corporate credit demand remained relatively strong, probably
reflecting a mix of pockets of buoyancy, the continuation of projects already embarked upon,
expectations of improved future conditions, and strain from current weak economic activity.

Total loans and advances to the domestic private sector decreased by R23,7 billion in the
second quarter of 2016, as opposed to an increase of R94,8 billion recorded in the first quarter
of the year. The decline in the second quarter of 2016 was largely due to the incorporation
of the newly available data on the restructured African Bank in the credit aggregates. This
technical correction of the data had its largest impact on credit extension to the household
sector, which plummeted in the second quarter of 2016. This was also mirrored in the quarter-
to-quarter seasonally adjusted and annualised growth rate in total loans and advances to the
private sector, which declined from 8,0 per cent in the first quarter of 2016 to 3,7 per cent in the
second quarter.

With the balance sheet of the ‘old’ African Bank held constant in compiling the monetary and
credit aggregates, twelve-month growth in general loans to the household sector gradually
edged higher from a lower turning point of virtually no growth in July 2014. Then in April 2016
the data for the newly restructured African Bank was incorporated into the analyses while the
old entity was removed. Due to, among other things, the repayment of loans by clients and
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4 In April 2016 the
newly restructured
African Bank was
included in the banking
sector surveys while
the old entity, of which
the data had been held
constant since July
2014, was removed.
Due to, among other
things, the repayment
of loans by clients and
the transfer of selected
assets to another entity,
the balance sheet of
the new bank differs
substantially from that
of the old entity.
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the transfer of selected assets to a non-bank entity, the balance sheet of the new bank was
smaller and differed substantially from that of the old entity. In the data reported by the new
bank a lower value was especially evident in general loans to households, as it reflected client
repayments over the period as well as an amount in bad debt transferred to a non-bank residual
company. When the correction of the data is phased in from September 2014, it indicates that
growth in general loans to households was negative in 2015 and only barely turned positive
in early 2016. Using the adjusted value, growth in general loans to households would have
measured 0,5 per cent in July 2016. On balance, the uptake of bank credit by households
remained muted in recent months.

General loans to the household sector

Percentage change over twelve months
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Growth in mortgage advances levelled off in the first half of 2016, after accelerating somewhat
in 2015. Twelve-month growth increased from 4,4 per cent in February 2015 to 6,0 per cent
in September 2015, subsequently remaining at around that level to June 2016, with a slight
moderation to 5,7 per cent in July. Growth continued to be biased towards commercial property,
while growth in mortgage advances on residential property was more subdued. While capital
repayments on residential property tend to curtail actual growth in mortgage advances, these
repayments have been lower in the first six months of 2016 when compared with the same
period in 2015. This slowdown is partly explained by the impact of rising interest rates which
places greater strain on consumers’ ability to service their debt and repay more capital than
contractually required.

The rate of expansion in instalment sale credit and leasing finance, which mainly represents
the financing of new and second-hand vehicles, slowed further in the first half of 2016. Growth
over twelve months decelerated from 6,5 per cent in January 2015 to 2,4 per cent in May
2016, consistent with the lower level of sales of especially new vehicles. Growth decelerated
further to 1,0 per cent in July but was affected by a securitisation transaction of R6,7 billion.
Instalment sale financing of new passenger vehicles has been contracting since the second half
of 2015, whereas the financing of used passenger vehicles fluctuated broadly sideways over the
same period. Not unexpectedly, recent surveys showed the business confidence of new vehicle
dealers at depressed levels while the confidence among used vehicle traders also declined in
the second quarter.

Corporate use of bank credit remained fairly buoyant over the year to July 2016, but with a
softer undertone, as shown in the accompanying graph. The moderation occurred against the
backdrop of rising interest rates and weak economic activity.
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Credit extension to the household sector remained fragile in the first half of 2016, although
slightly higher than in the previous year. After adjusting for the technical effect caused by the
restructured African Bank, year-on-year growth in loans to households picked up from 2,3 per
cent in May 2015 to 3,5 per cent in February 2016, before moderating to 2,6 per cent in July.
Growth in residential mortgage advances inched higher, while the rate of increase in overdrafts
accelerated notably but from a low base. Growth in general loans moved from negative to
slightly positive. Consumers remained constrained by rising interest rates and sluggish income
growth in an environment of suppressed employment prospects and inflationary pressures.
Tighter national credit regulations, such as greater emphasis on affordability assessment, also

Selected loans and advances extended to corporate sector
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Viewed by economic sector, rail and transport companies, together with companies involved
in mobile telecommunications and networks continued to increase their demand for loans in
the second quarter of 2016. The electricity sector’'s demand for financing also increased as
this sector benefited from the various phases of the renewable energy projects initiated by
government. The real-estate sector continued to benefit from the expansion of portfolios by
listed property funds. Growth in bank credit to the manufacturing sector has edged higher since
the final quarter of 2015, probably indicating the impact of more lucrative export opportunities,
higher selling prices and expectations of an improvement in demand for manufactured goods.
By contrast, alongside subdued mining production and following several years of declining
international prices of commaodities, the mining sector recorded negative growth in both the first
and second quarters of 2016.

Growth in bank credit by economic sector over the year to June 2016

Percentage of

Sector Percentage total credit
change extension
Transport, storage and COMMUNICAON ......ccvvivvieriiiiiiiiececeee e 29 3,3
Electricity, gas and Water...........ccccviiiiiiiiiii e 27 1,7
Real estate .........cocoiiiiiiiii 17 9,8
MaNUFACTUIMING ©evveeeieiie e 16 4,7
Finance and iNSUraNCe ...........ccccoviiiiiiiiiii 15 19,6
Agriculture, forestry and fiShiNg.........coooiiiiiiiiic e 11 2,1
CONSIIUCTION ... 9 1,0
Wholesale and retail trade ..., 7 4,9
Community, social and personal SEIVICES .........ieeciiivirireeeieiiiiiieeee e 7 8,4
BUSINESS SENVICES ...t 5 3,1
MINING aNA QUAIMYING +.veeeiitite ettt -19 2,1
HOUSENOIAS ... 5 34,6
OB s 3 4,6
TOAL et ne e 9 100,0

Interest rates and yields

The MPC kept the repurchase rate unchanged at 7,0 per cent per annum at its July 2016
meeting. The committee remained concerned about the weak economic growth outlook and
the medium-term inflation trajectory which was expected to remain above the target range of
3-6 per cent until the second half of 2017.

The July meeting expected inflation to average 6,6 per cent in 2016 and 6,0 per cent in 2017,
compared with 6,7 per cent and 6,2 per cent projected at the May MPC meeting. The domestic
economic growth outlook was seen as extremely challenging, following the contraction in real
GDP in the first quarter of 2016. Although this was anticipated to have been the lower turning
point in the cycle, the recovery from that low base was expected to be weak. The Bank’s latest
forecast is for zero per cent growth in 2016, compared with 0,6 per cent previously expected.
For the complete July 2016 MPC statement, see page 75 of this Quarterly Bulletin.

Money-market interest rates stabilised after adjusting to the repurchase rate increase announced
at the March 2016 MPC meeting, remaining generally aligned with the unchanged policy stance
of the subsequent period. For example, the three-month Johannesburg Interbank Average Rate
(Jibar) increased by only 14 basis points from 7,23 per cent on 18 March to 7,37 per cent on
27 June. The rate declined slightly to 7,35 per cent on 13 July 2016 and has remained
range-bound since then. By 7 September, the rate stood at 7,36 per cent.
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Money-market rates
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Over the same period the twelve-month Jibar initially increased by 23 basis points from 8,58 per
cent on 18 March 2016 to 8,81 per cent on 19 May. The rate then edged lower alongside the
appreciation of the exchange value of the rand, reaching a low of 8,40 per cent on 18 August.
Thereafter, the rate fluctuated higher to 8,54 per cent on 7 September.

The tender rate on 91-day Treasury bills exhibited similar behaviour when it increased by
28 basis points from 7,11 per cent in late March 2016 to 7,39 per cent on 8 July, before declining to
7,28 per centon 12 August. In early September the rate increased to 7,36 per cent. Overall, the rate
on 91-day Treasury bills had increased by 50 basis points since late January 2016, significantly
less than the 75 basis points increase in the repurchase rate over the same period. However,
91-day Treasury bills had already increased in mid-December 2015, when it discounted a
potential increase in the repurchase rate.

The South African Benchmark Overnight Rate on Deposits (Sabor) displayed limited volatility
from April to early September 2016, varying by only about 10 basis points between 6,88 and
6,98 per cent and remaining well within the standing facility band. This stability reflected orderly
conditions prevailing in the interbank market. The implied rate on one-day rand funding in the
foreign-exchange swap market (overnight FX rate) displayed ongoing bouts of volatility. After briefly
declining to below 7 per cent in early August 2016 as the exchange value of the rand appreciated,
the overnight FX rate fluctuated between 7,15 and 7,58 per cent from 11 August to 7 September.
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Rates on longer-term forward rate agreements (FRAs) trended lower in recent months. This
reflects that market expectations regarding the pace and magnitude of future interest rate
increases has moderated. Forward rates benefited when international rating agencies kept
South Africa’s investment grade credit rating unchanged towards the middle of 2016, and
were further aided by the appreciation of the exchange value of the rand and somewhat more
favourable inflation outcomes recently. In addition, there has been a general improvement
in investor appetite for emerging-market assets following growing expectations that global
monetary policy will remain accommodative for longer.

Prominent movements were recorded by the 9x12 month FRA which declined from 8,13 per cent
on 18 May 2016 to a recent low of 7,40 per cent on 18 August. Subsequently, the rate increased to
7,60 per cent on 7 September, following the recent depreciation of the exchange value of the rand.
The shorter-dated forward rates trended broadly sideways between April and early September 2016.

Forward rate agreements
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The prime lending rate and the predominant rate on mortgage loans remained at 10,50 per cent
since late March 2016, consistent with the unchanged repurchase rate. Rates on the different
loan categories of private-sector banks also remained fairly stable during the period. Despite
the increases in the policy rate in 2016, the inflation-adjusted or real repurchase rate of the Bank
remained relatively low; it declined to 0,9 per cent in July, down from a recent high of 1,8 per
cent recorded in February 2015.

Interest rates on RSA fixed-rate retail bonds, being priced-off the South African government
bond yield curve declined by between 100 and 125 basis points from February to August 2016.
This decline brought the rate on the 2-year bond to 8,0 per cent, the 3-year bond to 8,50
per cent and the 5-year bond to 8,75 per cent in August 2016. Having decreased since mid-
2012, the amount in issue of all retail bonds rebounded from R7,0 billion in December 2015 to
R9,1 billion in July 2016 as government started investing accumulated housing subsidies of
employees, in the interim, in retail bonds.
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South African government bond yields trended generally lower in the first eight months of 2016,
although abrupt increases were observed in May and late-August. While financial markets were
unsettled by Britain’s decision to exit from the European Union, lower domestic bond yields
were supported by the following factors:

—  the appreciation of the exchange value of the rand;

—  various monetary stimulus packages being implemented by advanced economy central banks;
— global investor’s support of emerging-market bonds in a search for yield;

— generally lower consumer price inflation since March 2016; and

—  continued weak economic growth.

Theincreases in yields, in May and late-August 2016, were mainly related to negative perceptions
arising from political developments in South Africa. As shown in the accompanying graph, these
developments simultaneously led to rand depreciation in the foreign-currency market.
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The daily closing yield of South African ten-year government bonds declined by 172 basis points
from a high of 10,30 per cent on 11 December 2015 to 8,58 per cent on 7 September 2016.
This was in line with the trend in bond yields in many international markets which reached
record-lows during 2016. For example, the daily closing yield of US 10-year government bonds
decreased by 77 basis points from 2,31 per cent on 30 December 2015 to 1,54 per cent on
7 September 2016.

db

Quarterly Bulletin September 2016 South African Reserve Bank

53



5 The differential
between the South
African government
bond yield on rand-
denominated debt
issued in the domestic
market and the yield
on South African
government US
dollar-denominated
bonds issued in the
United States, both in
the nine-to-ten-year
maturity range.

6 EMBI+ measures
total returns on US
dollar-denominated
debt instruments of
emerging-market
economies.

7 The differential
between the yield

on South African
government US dollar-
denominated bonds
and that on US dollar-
denominated bonds of
the US government.

54

Break-even inflation rates, measured as the difference between the nominal yield on conventional
government bonds and the real yield on inflation-linked government bonds, have been on a
downward trend throughout most of 2016. This reflected a positive inflation outlook mainly as a
result of the generally somewhat stronger exchange value of the rand. However, in May and late-
August 2016 the downward trend in break-even inflation rates was briefly interrupted largely due
to rand depreciation, political developments and rising international oil prices. Subsequently,
break-even inflation rates declined once more. The real yield on the R197 inflation-linked bond
declined by only 42 basis points from 11 December 2015 to 7 September 2016, whereas the
nominal yield on the conventional R2023 bond declined by 138 basis points over the same
period. The break-even inflation rate in the seven-year maturity range accordingly declined from
7,36 per cent on 11 December 2015 to 6,44 per cent on 7 September 2016.

The yield curve flattened during 2016 as it moved lower for most maturities while the extreme
short-end increased in line with the higher repurchase rate. This caused the yield gap, measured
as the difference between yields at the extreme long and short ends of the curve, to narrow
significantly as the differential more than halved from 500 basis points on 11 December 2015 to
236 basis points on 7 September 2016.

The vyield on South African US dollar-denominated bonds followed the same trend as rand-
denominated government bond yields, but declined more during 2016, driven by international
investors’ search for yield. This contributed to the widening of the currency risk premium5 on
South African government bonds from 387 basis points in January 2016 to 476 basis points in
August.

The JPMorgan Emerging Markets Bond Index Plus (EMBI+)6 yield spread above US government
bonds narrowed from 443 basis points in January 2016 to 350 basis points in August. This
narrowing was mainly supported by investors’ appetite for higher returns on US dollar-
denominated emerging-market debt as weak US economic data signalled possible delays
in interest rate increases in the near-term, coupled with monetary stimulus by advanced
economy central banks. Similarly, the sovereign risk premium7on South African government US
dollar-denominated bonds in the nine-year maturity range narrowed from 349 basis points to
228 basis points over the same period.

Money market

The actual daily liquidity requirement of private-sector banks varied between a low of R44,5 billion
and a high of R57,6 billion during the second quarter of 2016, somewhat higher and wider than
the range of between R47,0 billion and R54,3 billion in the first quarter. The gradual longer-term
rise in the actual daily liquidity requirement of the private-sector banks conforms to the strategy
introduced in recent years to improve the broad alignment of the money-market shortage with
the underlying conditions in the money market that largely arise from the secular upward trends
in notes and coin in circulation and in the banks’ required cash reserve holdings. This approach
is aimed at enhancing the robustness of the monetary policy implementation framework. The
current framework in South Africa is based on creating a structural shortage, which results in
the banks having to refinance their operations through the Bank at the repurchase rate. Since
the introduction of the new liquidity management strategy in August 2013, the actual average
liquidity requirement has increased from R22,8 billion to levels of just below R60,0 billion in
recent months. The increased use of foreign-exchange swaps by the Bank coincided with the
implementation of the strategy, as a measure to manage the impact of the short-term swings in
notes and coin on the shortage.

Liquidity to the net amount of R4,6 bilion was drained from the money market during the
second quarter of 2016, compared with a net drainage of RO,4 billion in the first quarter. The
drainage was partly related to banks increasing their cash reserve balances by R2,2 billion
while government deposits placed with the Bank, related to maturing swaps of R3,3 billion, also
served to tighten market conditions. Spot sales of foreign exchange by the Bank, amounting to
RO,1 billion, had a minor contracting impact on money-market liquidity.
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A contraction of notes and coin in circulation outside the Bank injected liquidity to an amount of
R2,5 billion in the second quarter of 2016. To offset the factors that impacted on money-market
liquidity conditions, the Bank drained a net amount of R3,2 billion through liquidity management
instruments during this period. This included liquidity draining foreign-exchange swaps of
R3,7 billion. In July and August 2016, liquidity management operations served to inject
R7,4 billion into the market, while overall money-market conditions were characterised by a net

expansion of R3,0 billion.
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Supplementary auctions were initially introduced by the Bank in April 2001 as daily square-off
operations to be utilised at the Bank’s discretion, in exceptional circumstances. The use of
these square-off operations was discontinued in 2010 but reintroduced from 11 March 2016 to
provide for instances where the banking sector ends up having a long or short cash position at
the end-of-day square-off, due to factors beyond its control. Factors considered by the Bank
in exercising its discretion on whether to offer a supplementary auction include instances of
substantial over- or underestimation of notes and coin in circulation, or of the required cash
reserve balances of the banks with the Bank, and unexpected movements in the funds of the
Corporation for Public Deposits (CPD).

Capital redemption payments and scheduled coupon interest payments on various government
bonds amounting to R41,6 billion were effected from the government tax and loan accounts
from June to August 2016, with only R311 million of this amount accruing to the Bank.

Bond market

Debt issuances in the domestic bond market by national government, public corporations and
banks continued steadily, while that of non-bank private companies and securitised issuances
trended lower. Securitisation never regained favour after the financial crisis in 2008, while the
curatorship of African Bank Limited during the third quarter of 2014 was an important reason
for the subsequent stagnation in bond issuances by non-bank companies. Subsequent to
African Bank’s curatorship some companies have re-intermediated to bank funding as the cost
of corporate debt funding in the bond market has risen compared with bank lending. Bank
lending also offer borrowers more flexible tenures and shorter-term funding.

Bond amount in issue by issuer type
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Bond prices and trading volumes were boosted by positive investor sentiment. This filtered
through to a record-high value of turnover in the secondary bond market in the first eight months
of 2016. The daily average turnover of R121 billion in the eight months to August 2016 was
27 per cent more than in the corresponding period of 2015, supported by a strong performance
of the All-Bond Index.
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Bond vyields in Europe and Japan were pushed lower into negative territory in recent months
following continued bond purchases by their central banks. As the global search for yield
continued, issuances of rand-nominated bonds in both the European and Japanese Uridashi
bond markets amounted to R29 billion in the first eight months of 2016, more than the
R22 billion issued in the same period of 2015. Allowing for redemptions, net issues of such
bonds amounted to around R11 billion in the eight months to August 2016.

Rand-denominated bond issuances in international markets
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Non-residents’ sentiment towards the domestic secondary bond market remained positive in
2016. This is reflected by exchange-reported net purchases of domestic debt securities to the
value of R16 billion in the first eight months of 2016, compared with net sales of R9 billion in
the same period of 2015. Some of the factors that supported the switch from net sales to net
purchases of domestic bonds by foreign investors in 2016 were the search for higher yielding
emerging-market assets, concerns over global growth prospects, monetary stimulus by major
central banks, and the US Federal Reserve’s decision to keep policy interest rates unchanged.

Share market

Equity capital-raising activity by companies listed on the JSE in the domestic and international
primary share markets remained on the back foot in the first eight months of 2016. Equity funding
on the JSE declined by as much as 62 per cent to R52 billion during the period under review,
compared with the corresponding period in 2015. This decline can mainly be attributed to
sluggish domestic economic growth and uncertainty in global equity markets following Britain’s
exit vote (Brexit) from the European Union. Subdued equity funding was also consistent with a
reduction in the number of companies listed on the JSE as delistings exceeded new listings in
the eight months to August 2016. Listed companies on the main board amounted to 325 at the
end of August 2016, with 61 companies listed on the Alternative Exchange (Alt") and 2 on the
development and venture capital boards.

Despite an increase in the number of delistings, turnover in the secondary share market of the
JSE remained high thus far in 2016. Turnover was supported by on average higher volatility
along with a higher volume of shares traded. The daily average turnover of R24 billion traded in
the first eight months to August 2016 was 24 per cent higher than in the corresponding period
of 2015. Alongside relatively volatile share prices, the market capitalisation of the JSE remained
at a level of R15 trillion during most of 2016.
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JSE share turnover and share prices
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Exchange-reported data showed net sales of domestic shares by non-residents of R17 billion
in the first quarter and R57 billion in the second quarter of 2016. This contributed to exchange-
reported cumulative net sales of domestic shares by non-residents of R80 billion in the eight
months to August 2016, compared with net purchases of R39 billion in the corresponding
period of 2015. Non-residents’ loss of interest in the domestic share market may have been
fuelled by, among other things, continued unfavourable and uncertain global sentiment, a weak
global growth outlook and subdued domestic economic growth.

The FTSE/JSE All-Share Price Index (Alsi) followed an upward trajectory in the first five months
of 2016, supported by higher international commodity prices. The Alsi subsequently declined
noticeably during June 2016 to a low of 50 087 index points on the 27" of the month, following
the United Kingdom’s decision to exit from the European Union as uncertainty continued to
dominate global equity markets. However, the Alsi subsequently recovered, increasing by
7 per cent to 53 456 index points on 7 September as policymakers from the G-20 countries
reassured the financial community that they intend to work towards supporting global growth.
Furthermore, the decisions by the South African Reserve Bank and the US Federal Reserve to
leave interest rates unchanged supported the rally in the domestic equity market.
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Box 3 Price-earnings ratio of all ordinary shares listed on the JSE'

The price-earnings (PE) valuation ratio measures how expensive a company’s share is relative to its earnings.
It is calculated as the current market price of a company’s share divided by its earnings per share. Earnings
per share, in turn, is an indicator of profitability, capturing the after-tax profits of the company. The PE ratio
indicates the number of years an investor will have to hold the share to recover the current share price
at current earnings. A higher PE ratio can be interpreted to suggest that investors anticipate higher future
earnings. As a multiple of earnings, it is thus an indicator of over- or undervaluation when compared with
historical averages. As stated in the footnote, it is better suited for interpretation on an individual company
basis compared with its peers or peer sectors than for the market as a whole.

However, the PE ratio still renders interesting valuation insights when calculated for all ordinary shares listed
on the JSE. Over recent months, the reported JSE historical (trailing)2 PE ratio for the overall equity market
has increased significantly from a multiple of 19,3 in October 2015 to an all-time high of 56,8 in June 2016,
as shown in the accompanying graph. This resulted from a broadly sideways trend in share prices over
this period with simultaneously a sharp decline in company profits. The marked contraction in earnings
growth over twelve months rendered a PE ratio well in excess of its historical average of 18,25 from 2007 to
date. While total year-on-year earnings contracted by 31 per cent from the end of 2015 to July 2016, share
prices have simultaneously been buoyed by, in particular, quantitative easing by central banks in advanced
economies and the weaker exchange value of the rand.

The contraction in earnings growth was especially significant for companies in the resources sector, whose
performance has been adversely affected by weak global demand for commodities and a marked decline
in commodity prices, especially due to the slowdown in the Chinese economy. The mining sector was also
negatively impacted by factors related to labour unrest, closures and electricity constraints.
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According to the latest Bloomberg forecast, the PE ratio is expected to fall below its historical average level
by the end of 2017. However, this will depend on investor demand for shares and confidence in the realisation
of expected earnings growth in the resources sector in particular. A decline in the PE ratio, for the market
as a whole back to its historical average, will largely depend on a recovery in resource sector earnings. This
recovery in resource sector earnings started in August 2016 and contributed to a turnaround in total earnings
growth and a significant decline in the PE ratio to 32,4.

1 The price-earnings ratio is best suited for comparing a company to its peers individually or peer sector. The ratio for the
market as a whole should be interpreted with caution.

2 Current share price divided by earnings per share for the past twelve months.

d

Quarterly Bulletin September 2016 South African Reserve Bank

59



60

Market for exchange-traded derivatives

Domestic agricultural commodity prices generally declined during 2016. This is largely
consistent with the appreciation in the exchange value of the rand and the downward trend in
international agricultural prices arising from adequate global supplies. The prices of domestic
grains temporarily increased in May 2016, before declining again in the ensuing three months
to August. The spot price of white maize, the country’s main staple, remained in high territory
despite a decline of 23 per cent from a record-high of R5 280 per ton on 20 January 2016 to
R4 092 per ton on 7 September. Apart from the impact of the exchange rate, lower futures
prices of some agricultural commodities may partly be aligned with a possible improvement in
global weather conditions associated with a La Nina weather pattern, which tends to produce
above-average rainfall and cooler temperatures.
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In July 2016, the JSE introduced a Quanto Soybean Calendar Spread Can-do futures contract
which is traded and settled in rand on the Commodity Derivatives Market. This contract is
based on the price differential between two contract months of the reference Chicago Board of
Trade soybean contract. The contract aims to provide a more precise hedge against adverse
movements in price spreads in the soybean market.

Turnover in the commodity derivatives market of the JSE increased briskly during the eight
months to August 2016 when compared with the corresponding period of 2015 — reaching
an all-time high of R118 billion in June 2016. Along with lower bond yields and exchange rate
fluctuations, the value of interest rate and currency derivatives traded rose noticeably thus far in
2016, compared with the same period of 2015. However, equity derivatives trading continued to
dominate overall derivatives trading on the JSE, as shown in the accompanying table.

Derivatives turnover on the JSE, January to August 2016

Type of derivative R e, Change over one year
EQUILY vttt 4 403 7
WaITANTS ... 0,4 13
COMMOAILY. ..ttt e e 704 45
INTErEST rate ..o 770 44
CUITENCY ...ttt 474 44
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Real-estate market

The year-on-year rate of increase in the nominal prices of residential property remained fairly
stable, ranging between 4 per cent and 7 per cent across the different measures in August 2016.
The moderate pace of increase in nominal house prices was consistent with slow economic
growth, weak employment and consumer confidence as well as tight household finances. The
price of large houses increased at the slowest rate on a year-on-year basis in August 2016.
Simultaneously, the average number of weeks that residential properties remained on the
market increased from 11 weeks in the first quarter of 2016 to 13 weeks in the second quarter.
However, according to First National Bank, some accelerated price growth was evident in the
Western Cape Province with a year-on-year rate of increase in house prices of 12 per cent
in June 2016. This increase probably resulted mainly from sound economic prospects in the
region and strong net inward migration.
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Non-bank financial intermediaries

The consolidated balance sheet of non-bank financial institutions” expanded further in the
second quarter of 2016. Total assets of these institutions increased by 2 per cent from the first
quarter of 2016 to R8,5 trillion in the second quarter. This represented an increase of 8 per cent
from the second quarter of 2015. Underpinned by higher asset prices, the asset base of the
Public Investment Corporation and unit trusts increased the most, respectively rising by 3 per
cent and 2 per cent in the second quarter of 2016.

The asset allocation of non-bank financial institutions shows unchanged equity holdings at
57 per cent of total assets in the first and second quarters of 2016. The current equity
exposure is some 3 percentage points higher than the 10-year average, suggesting that
appetite for a substantial further increase in the allocation of funds into this asset class may

diminish going forward.
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of unit trusts, the
Public Investment
Corporation, long- and
short-term insurance
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and private pension
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9 Gross inflows
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Asset holdings of non-bank financial institutions
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However, factors that could favour equity weightings include an increase in share prices and a
decline in equity volatility, relative to that of interest-bearing securities and other asset classes.

Holdings of interest-bearing securities by these institutions increased by 1 percentage point
from the first quarter of 2016 to 29 per cent of total assets in the second quarter — the highest
since the third quarter of 2015. The increase in this asset class was buoyed by a decline
in bond yields, with the All-Bond Index returning 4 per cent in the second quarter of 2016,
following 7 per cent in the first quarter. The holding of interest-bearing securities increased by
1 percentage point in the year to date.

The proportion of funds invested in cash and deposits fell by 1 percentage point from the first
quarter of 2016 to 6 per cent of total assets in the second quarter. Investment in cash and
deposits moderated alongside a decline in risk aversion in financial markets. Meanwhile, money-
market funds recorded net inflows’ of R11 billion in the second quarter of 2016, compared
with R8 billion in the first quarter. Credit extension by non-bank financial institutions was
subdued in the second quarter of 2016 with the value of loans extended by these institutions
remaining unchanged at 5 per cent of total assets in both the first and second quarter of 2016.
This reflected slow activity by finance companies.

The change in the asset allocation of non-bank financial institutions was also influenced by an
increase in the funds available for investment in the second quarter of 2016. However, weak
economic conditions, job losses and a deterioration in the financial position of households
had a negative impact on net inflows to long-term insurers and pension and provident funds.
The wealth effects associated with the increase in the balance sheet of non-bank financial
intermediaries in the second quarter of 2016 are likely to positively impact the financial assets
of households.

Flow of funds

Capital inflows from non-residents were largely related to the purchases of interest-bearing
securities and loans during the first quarter of 2016. Non-residents purchased interest-bearing
securities amounting to R21 billion due to relatively more favourable domestic bond yields, while
they extended loans of R44 billion. These purchase-related transaction inflows were augmented
by those that emanated from the disposal and maturity of financial assets abroad by residents
over the same period. The overall net capital inflow amounted to R63 billion in the first quarter
of 2016, higher than the R45 billion recorded in the final quarter of 2015.
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Financial intermediaries raised funding of R62 billion from deposits and R28 billion from interest
in retirement and life funds in the first quarter of 2016. In turn, financial intermediaries purchased
interest-bearing securities worth R20 billion, thereby helping to finance some of the deficit of
general government. An amount of R67 billion was also used to acquire equity during the first
quarter of 2016, while R45 billion was extended to the economic sectors through loans. At this
level, total loans extended by financial intermediaries were higher than the amount recorded
during the final quarter of 2015, but still below the average level since 2010, consistent with
subdued domestic economic activity. The intermediaries’ extension of bank loans and advances
to households and non-financial corporate businesses amounted to R11 billion and R47 billion
in the first quarter of 2016, respectively.

Financial intermediation
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Consistent with the general government sector’s tight fiscal space and the general slowdown in
domestic output, capital spending declined by 1 per cent in the first quarter of 2016 compared
with the level in the final quarter of 2015. Thus, the general government’s financing shortfall
narrowed from R35 billion in the fourth quarter of 2015 to R18 billion in the first quarter of 2016,
allowing the fiscal authorities to incur lesser liability flows. This shortfall was mainly financed in
the domestic market through long-term bond issuances amounting to R41 billion. Most of the
bonds issued were purchased by non-residents and insurers and pension funds.

The moderation in domestic economic activity was also reflected in the corporate business
enterprises sector, as its savings slowed down while inflows from loans increased in the first
quarter of 2016. This resulted in the net incurrence of financial liability flows of R220 billion, from
R154 billion in the preceding quarter. Consequently, a wider deficit of R17 billion was recorded
during the same period from R3 billion in the final quarter of 2015. The corporate business
enterprises’ overall capital spending slowed from R136 billion in the fourth quarter of 2015 to
R127 billion in the first quarter of 2016. A slower growth rate was registered in both the public
and private corporations’ capital outlays. At R38 billion, public enterprises accounted for 30 per
cent of the total corporate business enterprises’ capital expenditure while the private corporates
represented 70 per cent in the first quarter of 2016.
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Capital outlays of non-financial corporate business enterprises
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The household sector’s flows moderated during the first quarter of 2016, weighted down by
ongoing poor employment prospects, lower consumer confidence levels, rising living costs
and higher interest rates. Evidently, households’ credit uptake remained hesitant in the first
quarter of 2016, with bank loans and advances and mortgage borrowing registering R23 billion
in the first quarter of 2016 from R20 billion in the final quarter of 2015. Over the same period,
households’ deposit flows declined to R23 billion in the first quarter of 2016 from R43 billion
during the preceding quarter. Consequently, the sector recorded a wider financing deficit of
R65 billion in the first quarter of 2016, from R35 billion in the final quarter of 2015.
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Public finance®

Non-financial public-sector borrowing requirement”

The non-financial public-sector borrowing requirement amounted to R51,4 billion in the first
quarter of fiscal 2016/17 (April-dune 2016). This was R18,4 billion less than in the same period
of the previous fiscal year. The lower non-financial public-sector borrowing requirement
could primarily be attributed to the lower cash deficit of non-financial public enterprises and
corporations. The consolidated general government also recorded a lower deficit in the period
under review, driven mainly by the narrowing in the deficits of national and local governments.
Extra-budgetary institutions, social security funds and provincial governments all recorded
surpluses in April-dune 2016.

Non-financial public-sector borrowing requirement

R billions

Level of government Apr-Jun 2015* Apr-Jun 2016*

Consolidated general GOVEIMMENT ........uveeiiieeeiiie et eee s 39,9 34,0
National GOVEIMMENT......ccuiiiiiiiieiiciee e 32,7 24,6
Extra-budgetary iNSttutions .........ccovveiiiieiiiic e -3,3 -4,7
Social SECUItY TUNAS.....viiiiiie it -5,6 -4,7
Provincial governments...........coovviiiiiiiiiiic -8,1 -3,5
LOCal QOVEIMMENTS ...uviiiiiiie ettt 241 22,4

Non-financial public enterprises and corporations ...........cccccvevevveiiennne. 29,9 17,4

TOTAI™ ettt e 69,8 ** 51,4*
As percentage of gross domestic ProQUCT............ccccveeviversiiivessiinnaans 7,0 4,8

* Deficit +, surplus —
** Components may not add up to totals due to rounding

As a ratio of GDP, the non-financial public-sector borrowing requirement amounted to 4,8 per

cent in the first quarter of fiscal 2016/17, lower than the ratio of 7,0 per cent in the same period
of the previous fiscal year.

Non-financial public-sector borrowing requirement

R billions Per cent
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150 6
100 4
50 2
0 0
2011/12 2012/13 2013/14 2014/15 2015/16 2016/17*
Fiscal years

* Apri—June 2016, annualised

mmm Consolidated general government
mmm  Non-financial public enterprises and corporations
== Percentage of gross domestic product (right-hand scale)
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10 In this section,
unless stated otherwise,
year-on-year rates of
increase compare fiscal
2015/16 to fiscal 2016/17.

11 Calculated as the
cash deficit/surplus
of the consolidated
central, provincial and
local governments,
and non-financial
public enterprises
and corporations.
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The borrowing requirement of the consolidated general government amounted to R34,0 billion
in the first quarter of fiscal 2016/17, or R5,9 billion less than in the same period of the previous
fiscal year. As a ratio of GDP, the consolidated general government borrowing requirement
amounted to 3,2 per cent in the first quarter of fiscal 2016/17 — lower than the 4,0 per cent in the
same period of the previous fiscal year.

The non-financial public enterprises and corporations showed a preliminary borrowing
requirement of R17,4 billion in the first quarter of fiscal 2016/17. This was R12,5 billion less than
in the same period of the previous fiscal year. Notably, both revenue and expenditure increased
in comparison with the first quarter of fiscal 2015/16, with the increase in revenue of 18,8 per
cent significantly more than the increase of 2,7 per cent in expenditure.

Financial activities of non-financial public enterprises and corporations

R billions
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125 = ‘
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190 = _/\_/
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50 = Net investment in
non-financial assets
25
0
-25 = Cash deficit
-50
2012/13 2013/14 2014/15 2015/16 2016/17
Fiscal years

The total net investment in non-financial assets by non-financial state-owned enterprises and
corporations amounted to R22,7 billion in the first three months of fiscal 2016/17 — R2,8 billion
less than in the same period a year earlier. Among other reasons, this contraction may be
attributable to a decline in infrastructure-related spending following the completion of key
infrastructure building programmes. Delays in the rolling out of some capital projects undertaken
by major state-owned companies also held back investment expenditure. Against the backdrop
of subdued domestic and global economic activity, Transnet also announced its intentions to
defer some of its capital projects outlined in its Market Demand Strategy to a later stage.

Net investment in non-financial assets continued to drive the cash deficit of non-financial state-
owned enterprises and corporations, notwithstanding the improvement in operating cash
balances. During the first quarter of fiscal 2016/17, the operating cash flow coverage ratio of
receipts to payments remained relatively stable at around 1,1 per cent.

The major non-financial state-owned companies continued to source funding from the capital
markets during the period from 1 April to 30 June 2016. During this period, net issuance of
domestic marketable bonds by these entities amounted to R6,6 billion, some R2,7 billion more
than in the same period of the previous fiscal year. Total outstanding listed debt of both financial
and non-financial state-owned enterprises and corporations increased from R271 billion as at
30 June 2015 to R288 billion as at the end of June 2016, with non-financial entities accounting
for 86,8 per cent of the latter total. Uncertainty over possible credit rating downgrades and the
downward revisions of economic growth projections, among others, pose downside risks to
capital investment and borrowing programmes of state-owned companies.

Preliminary statistics of national government showed that cash receipts from operating activities
amounted to R271 billion in the first quarter of fiscal 2016/17 — 9,7 per cent more than in the first
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quarter of fiscal 2015/16. The increase in national government revenue was boosted by brisk
collection of taxes on international trade and transactions as well as non-tax revenue, alongside
marginal to moderate increases in all other major tax categories.

Cash payments for operating activities of national government amounted to R294 billion in
April-June 2016, some 6,0 per cent more than in April-dune 2015. Similarly, compensation of
employees amounted to R35,5 billion, representing a year-on-year rate of increase of 14,0 per
cent over the same period. In April-June 2016 grants paid by national government to other
levels of general government amounted to R166 billion — accounting for 56,4 per cent of total
cash payments for operating activities.

National government’s net cash flow from operating activities, along with net investment in non-
financial assets, resulted in a cash deficit of R24,6 billion in the first quarter of fiscal 2016/17 —
some R8,2 billion less than in the same period of the preceding fiscal year.

Preliminary data of provincial governments’ financial activities indicated a cash surplus of
R3,5 billion, some R4,6 billion less than the cash surplus in the first quarter of fiscal 2015/16.
The reduced cash surplus resulted from higher spending on compensation of employees in the
first quarter of fiscal 2016/17. For the fiscal year 2016/17 as a whole, the Budget Review 2016
estimated that provincial governments would record a cash deficit of R1,0 billion.

During April-dune 2016, total provincial government cash receipts from operating activities
amounted to R130 billion, representing a year-on-year rate of increase of 7,2 per cent. Grants
from national government — the primary source of cash receipts of provincial governments
— amounted to R126 billion or 96,8 per cent of their total cash receipts in the first quarter
of fiscal 2016/17. These grants comprised of equitable share transfers and conditional grants
earmarked for specific purposes. The larger portion of the equitable share, about 40,8 per cent,
is distributed to the KwaZulu-Natal and Gauteng provinces.

Provincial government expenditure — cash payments for operating activities together with
net investment in non-financial assets — amounted to R126 billion in the first quarter of fiscal
2016/17, or 11,7 per cent more than in the same period of the previous fiscal year. Compensation
of employees — which comprises the largest share of provincial government expenditure at
61,2 per cent of total spending in April-dune 2016 — amounted to R77,4 billion. This represented
a year-on-year rate of increase of around 10,6 per cent. The higher increase in compensation
of employees resulted primarily from the implementation of a cost-of-living adjustment together
with a housing allowance for eligible employees. The education and health sectors combined
accounted for the largest share (around 87 per cent) of provincial government spending on
compensation of employees in the first quarter of fiscal 2016/17.

Provincial governments’ deposits with the CPD increased from R19,0 bilion at the
end of March 2016 to R20,4 billion at the end of June 2016. Over the same period,
provincial government deposits with private banks also increased from R17,3 billion to
R18,6 billion, while their overall indebtedness to banks decreased from RO,7 billion to
RO,4 billion. The increase in the provincial governments’ deposits with the CPD and private
banks was in line with the cash surplus recorded in April-dune 2016.

During April-dune 2016, preliminary local government financial statistics indicated a cash deficit
of R22,4 billion. This was R1,7 billion less than the cash deficit in April-dune 2015. The decline in
the local government cash deficit can be attributed to the rate of increase in cash receipts from
operating activities outpacing that of total expenditure.

Cash receipts from operating activities of local government amounted to R63,2 billion in April—
June 2016, representing a year-on-year increase of 12,2 per cent — well above the general rate
of inflation. Sales of goods and services continued to be the main driver of the increase in total
cash receipts, notably sales of electricity and gas and to a lesser extent the sales of water
during the period under review.

Cash payments for operating activities of local government amounted to R73,4 billion in the first
quarter of fiscal 2016/17, resulting in a year-on-year increase of 11,5 per cent. This increase was
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due to higher purchases of goods and services — particularly purchases of water and electricity
that increased due to higher prices being charged by the relevant wholesale suppliers. Net
investment in non-financial assets amounted to R12,2 billion, registering a year-on-year decrease
of 16,6 per cent in April-June 2016.

Composition of municipal operating revenue

Apri~June 2015 Apri~June 2016

i 1,4%
sk TN
18,8% 59,8% ' 58,6%

EEE  Scrvice charges [ Property rates
s Grants I Property income
Other

Preliminary estimates of financial statistics for extra-budgetary institutions indicated a cash
surplus of R4,7 billion in April-June 2016 — more than the cash surplus of R3,3 billion in the
same period of the previous fiscal year. The increase in the cash surplus could be attributed to
higher growth in transfers from national government, which boosted cash receipts.

Social security funds recorded a preliminary estimated cash surplus of R4,7 billion in the first
quarter of the current fiscal year — slightly less than the cash surplus of R5,6 billion during the
same period of the previous fiscal year. The decrease in the cash surplus could be attributed to
a marked increase in social benefit payouts, which amounted to R9,4 billion in April-June 2016
compared to R7,6 billion in the same quarter a year earlier.

Budget comparable analysis of national government finance

National government expenditure increased at a much slower pace than revenue in the first
quarter of fiscal 2016/17. This resulted in a narrowing of the cash-book deficit when compared
with that in the first quarter of fiscal 2015/16.

National government finances: key statistics, 2016/17

Year-on-year percentage change*

Budgeted** Actual

Full 2016/17 Apr-Jun 2016
EXPENAITUIE 1. 6,0 7,5
REVENUE ...t 8,7 1,7
Memo: cash-book defiCit ..........ceviiiiiiiiiiiie e, R156 billion R30 billion

* Fiscal 2015/16 to fiscal 2016/17
** Budget Review 2016
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National government expenditure amounted to R291 billion in April-dune 2016, or 7,5 per cent
more than in Apri-June 2015. Relative to GDP, national government expenditure reached
27,2 per cent in the first quarter of fiscal 2016/17 — broadly unchanged when compared with the
same period a year earlier. The Budget Review 2016 projected that total national government
expenditure would amount to R1 318 billion in fiscal 2016/17, representing a year-on-year rate
of increase of 6,0 per cent.

National government expenditure in fiscal 2016/17

Originally budgeted Actual
Full 2016/17 Apr-Jun 2016
Expenditure item
Rbilions ~ rorcentage g ppgng  Percentage
change change
Voted amouNtS ......vvvvvivieeiciice e 7211 3,2 161,6 7,0
Of which: Current paymentS............cccccvvveveeerinn. 208,6 7,5 49,3 14,2
Transfers and SUbSITIES ..............cc....... 493,3 7,6 109,4 3,1
Payments for capital assets 14,4 -16,6 2,2 20,0
Statutory amounts™ .......cceeiiiieeiieeeee e 597,2 9,6 129,5 8,3
Of which: Interest on debt.............cccccuevrivranns 147,6 14,6 22,3 14,1
Total expenditure.........coooceeeeeieeeeiiiee e 1318,3 6,0 291,1 7,5

* Fiscal 2015/16 to fiscal 2016/17
** Including extraordinary payments

The year-on-year increase in national government expenditure in the first quarter of fiscal
2016/17 was underpinned by higher voted expenditure and interest payments on debt. Voted
expenditure consists mostly of current payments and transfers and subsidies, which accounted
for about 98 per cent of total voted spending in the first quarter of fiscal 2016/17. The remaining
2 per cent of voted expenditure comprise payments for capital and financial assets.

Composition of national government expenditure in April-June 2016
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|
0,3% /1
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Current payments Transfers and subsidies
Il Payments for capital assets Il Payments for financial assets

Interest payments Equitable share transfers to provinces
I Other expenditure

Current payments increased markedly at a year-on-year rate of 14,2 per cent in the first quarter
of fiscal 2016/17. For fiscal 2016/17 as a whole, these payments are expected to increase by
7,5 per cent as indicated in the Budget Review 2016. The departments of Police, Defence and
Military Veterans, and Correctional Services, which all form part of the Justice, Crime Prevention
and Security cluster, contributed 66,5 per cent to total current payments.
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12 These are
adjustments to total
expenditure arising
from timing differences
between the recording
of transactions and
bank clearances, along
with late departmental
requests for funds.

13 In the calculation
by the Bank, revenue
excludes premiums
on debt portfolio
restructuring and loan
transactions. These
came to R1,6 billion

in April-dune 2016.
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Transfers and subsidies increased at a year-on-year rate of 3,1 per cent in the first quarter of
fiscal 2016/17. The Budget Review 2016 projected that this spending category would record
a year-on-year rate of increase of 7,6 per cent. Transfers and subsidies were mainly to the
departments of Education, Health, Social Development and Transport, which accounted for
75,7 per cent of total transfers and subsidies.

Payments for capital assets increased at a solid year-on-year rate of 20,0 per cent in April-June
2016. Notwithstanding this increase, this category of expenditure is expected to record an
annual decline of 16,6 per cent, according to the Budget Review 2016. Payments for financial
assets increased significantly during the period under review, although this spending category

only accounted for 0,5 per cent of voted expenditure and 0,3 per cent of total expenditure.

Interest paid on national government debt amounted to R22,3 billion in the first three months
of fiscal 2016/17, some 14,1 per cent more than in the first three months of fiscal 2015/16, and
consistent with the rising level of government debt. For the whole fiscal 2016/17, the Budget
Review 2016 projections are for the interest payments on debt to amount to R148 billion,
representing a year-on-year rate of increase of 14,6 per cent.

Equitable share transfers to provinces totalled R103 billion in the first quarter of fiscal 2016/17, or
7,3 per cent more than in the corresponding period of the preceding fiscal year. In the Budget
Review 2016, equitable share transfers to provinces are projected to amount to R411 billion in
fiscal 2016/17, or 6,3 per cent more than in fiscal 2015/16.

After taking into account cash-flow adjustmentsm, the cash-flow expenditure of national
government amounted to R278 billion in the first quarter of fiscal 2016/17 — some 6,0 per cent
more than in the first quarter of fiscal 2015/16.

National government revenue amounted to R261 billion” in the first three months of fiscal
2016/17, or 11,7 per cent more than in the first three months of fiscal 2015/16. The solid increase
recorded in national government revenue could mainly be attributed to strong collections
of import duties and personal income tax. A significant increase in non-tax revenue also
contributed to the growth in national government revenue. National government revenue as a
percentage of GDP amounted to 24,5 per cent in April-dune 2016, higher than the revenue ratio
of 23,5 per cent recorded in April-June 2015. The Budget Review 2016 projected that national
government revenue would reach R1 162 billion in fiscal 2016/17, representing a year-on-year
rate of increase of 8,7 per cent.

Taxes on income, profits and capital gains increased at a solid year-on-year rate of 7,6 per cent
in the first quarter of fiscal 2016/17. According to the Budget Review 2016, this tax category
is expected to record a year-on-year rate of increase of 10,1 per cent for the whole of fiscal
2016/17. Personal income tax collections defied the difficult economic conditions and rose at a
double-digit rate but were nevertheless lower than expected, owing to lower-than-anticipated
pay-as-you-earn receipts from the electricity, gas and water sector. Consistent with the subdued
economy, corporate income tax collections increased at a sluggish year-on-year rate of 3,3 per
cent, almost in line with budgeted projections.

Brisk collections of taxes on property stemmed from a significant year-on-year rate of increase
of 17,2 per cent in transfer duties in the first quarter of fiscal 2016/17. However, the strong
increase in transfer duties was partly offset by a decrease in securities transfer tax collected.
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Composition of gross tax revenue in April-June 2016
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Taxes on goods and services recorded a marginal year-on-year rate of increase in the first three
months of fiscal 2016/17. Net value-added tax receipts remained broadly unchanged in the first
quarter of fiscal 2016/17 as both domestic VAT and import VAT collections registered year-on-
year increases, but was countered by a solid rise in VAT refunds mainly to the finance, wholesale
and retail trade and the manufacturing sectors. Proceeds from the general fuel levy and excise
duties, which also contribute to taxes on goods and services, recorded year-on-year rates of
increase. These increases were, however, weighed down by the sluggish VAT collections.

National government revenue in fiscal 2016/17

Originally budgeted Actual
Full 2016/17 Apr-Jun 2016
Revenue source
R billions Pifae:;g?e R billions Pifae;;gge

Taxes on income, profits and capital gains ......... 668,4 10,1 156,5 7,6
Income tax on individuals..................cccccccee.. 442,2 13,6 97,3 10,2
Income tax on companies 200,9 3,9 51,9 3,3
Payroll taXES .......coouviiieee e 17,6 15,9 3,4 -5,6
TaXeS ON PrOPEMY...cccvvieeiiiieeiiieeeieee et e i 15,5 2,7 3,8 7,2
Taxes on goods and SErVICES .........cccvevvvvreiiunen 418,6 8,5 83,6 1,6
Value-added tax (VAT).. 301,3 7,2 57,2 0,0
DomESHC VAT ..o 322,4 8,4 75,7 6,2
IMPOIt VAT ..o 164,0 8,8 29,4 8,5
Taxes on international trade and transactions..... 54,5 16,0 9,6 19,2
IMPOIt QUEES .......eeiiiiiiiiiii e 54,0 16,8 9,4 19,6
Other revenue™ .........oocveviiiiiieeeee e 26,8 -46,0 14,4 230,2
Less: SACU™ payments.........ccceeveeeeiiieeininennn 39,4 -22,7 9,9 -25,7
Total revenue ..........coeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeees 1162,0 8,7 261,4 11,7

* Fiscal 2015/16 to fiscal 2016/17

> Including extraordinary receipts, but excluding premiums on debt portfolio restructuring and loan transactions that
amounted to R1,6 billion in April-June 2016

***  Southern African Customs Union
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Taxes on international trade and transactions outstripped domestic inflation by a large margin
and increased at a year-on-year rate of 19,2 per cent in April-June 2016, owing to robust
collections of import duties. The increase in import duties during the period under review
emanated mainly from a relatively weaker domestic currency. During the period under review,
non-tax revenue increased substantially on a year-on-year basis due to higher national revenue
receipts arising from revaluation profits on foreign currency investment transactions.

Cumulative deficit of national goverment
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B Originally budgeted deficit of R156 billion for fiscal 2016/17

The net result of national government revenue and expenditure was a cash-book deficit of
R29,7 billion in the first quarter of fiscal 2016/17 — some R7,0 billion less than the cash-book
deficit recorded in the first quarter of fiscal 2015/16. The narrowing of the cash-book deficit was
driven by the higher rate of increase recorded in national government revenue, which exceeded
the increase recorded in expenditure. As a ratio of GDP, the cash-book deficit amounted to
2,8 per cent in April-June 2016 — lower than the deficit of 3,7 per cent recorded in April-dune
2015. In the Budget Review 2016, the cash-book deficit for the full fiscal 2016/17 is projected to
amount to R156 billion, or 3,6 per cent of GDP.

The primary balance (the deficit/surplus calculated by excluding interest payments from total
expenditure) recorded a deficit of R7,4 billion in the first quarter of fiscal 2016/17 or 0,7 per cent
of GDP. This demonstrates progress in the process of fiscal consolidation when compared with
the primary deficit of R17,2 billion, or 1,7 per cent as a ratio of GDP, registered in the first quarter
of fiscal 2015/16.

The cash-flow deficit of national government amounted to R15,5 billion in Apri—June 2016,
some R7,8 billion lower than the amount recorded in the same period of the previous fiscal year.
The lower cash-flow deficit resulted from a year-on-year increase in cash-flow revenue which
outpaced that of expenditure. After accounting for the cost on revaluation of foreign debt at
maturity, the net borrowing requirement of national government amounted to R23,2 billion in
April-June 2016, marginally lower than the amount recorded during the same period of 2015.
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National government financing in fiscal 2016/17

R billions
Originally

Item or instrument Actual budgeted ; Actual

Apr-Jun 2015 Full 2016/17 Apr-Jun 2016
DEFIGH vvvvvvvevervsseessesssees s 23,3° 156,3" 15,5°
Plus: Cost/profit on revaluation of foreign debt at
FEAEMPIONT....ciiiiiii i 04 8,1 7
Net borrowing requirement ...........ccccoeiieeeiieeneieeenne 23,7 164,5 23,2
Treasury DillS.......coovvviriieeeccie e 1,7 25,0 12,1
Domestic government bonds ..........cccccvvveeeeeiiiininnnen. 37,0 116,2 34,3
Foreign bonds and [0ans..........cccccevvviiiiiieeeeeiiiiiinnnen. -0,9 15,9 11,6
Change in available cash balances®......cocvvceveieenan -141 7,3 -34,9
Total net fiNAaNCING” ....c.eeveveeeeeeeeeeee e 23,7 164,5 23,2
1 Budget Review 2016
2 Including extraordinary receipts and payments
3 Cash-flow deficit which differs from the cash-book deficit
4 Cash-book deficit
5 Cost + profit -
6 Increase — decrease +
7 Components may not add up to totals due to rounding

The borrowing requirement was predominantly financed domestically through the issuance
of rand-denominated bonds. Government’s net issues of such bonds amounted to
R34,3billioninthefirst quarteroffiscal 2016/17. Ofthisamount, inflation-linked bonds accounted for
R21,8 billion, bringing the outstanding balance of these instruments to R431 billion at the end of
June 2016. These bonds represent 26,4 per cent of total domestic marketable bonds in issue.
Net issues of Treasury bills and short-term loans from the CPD amounted to R12,1 billion in
the first three months of fiscal 2016/17. National government plans to raise some R116 billion
through domestic long-term government bonds and R25 billion through Treasury bills in fiscal
2016/17.

Treasury bills were issued at an average interest rate of 6,7 per cent in the first quarter of fiscal
2016/17, while the average yield on funds raised through conventional bonds amounted to
8,7 per cent and the average real yield on inflation-linked bonds to 1,8 per cent per annum. The
average unexpired maturity of national government’s domestic marketable bonds increased
slightly from 179 months as at 31 March 2016 to 181 months as at 30 June 2016.

Net issuance of foreign bonds and loans amounted to R11,6 billion in the first quarter of fiscal
2016/17. Of this amount, R17,9 bilion or US$1,25 billion were proceeds resulting from the
10-year USA bond issued with a coupon rate of 4,875 per cent on 14 April 2016 and the
difference constituted redemptions of bonds that had been issued previously. The average
unexpired maturity of the foreign marketable bonds of national government increased from
102 months as at 31 March 2016 to 107 months as at the end of June 2016, pushed higher by
the newly issued bond that initially had a maturity of 120 months.

National government’s available cash balances increased by R34,9 billion in the first quarter
of fiscal 2016/17, bringing these balances to R241 billion at the end of June 2016. Of this total,
deposits with the Bank accounted for 72,2 per cent or R174 billion, while the remaining balances
were held with commercial banks.

National government’s domestic debt, which accounts for about 90 per cent of total gross loan
debt, increased from R1 819 billion to R1 894 billion from the end of March 2016 to the end of
June. The increase in national government debt during this period could mainly be attributed
to a surge in net-issuance of domestic marketable bonds and Treasury bills. As a ratio of GDP,
domestic debt increased from 44,5 per cent at the end of March 2016 to 45,5 per cent at
the end of June 2016. The Budget Review 2016 estimated this ratio at 45,7 per cent for fiscal

2016/17.
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Foreign debt constitutes approximately 10 per cent of the government’s total gross loan debt,
and increased from R200 billion at the end of March 2016 to R205 billion at the end of June
2016 on account of the combined impact of revaluations and net issuances. As a percentage of
GDP, foreign debt remained broadly unchanged at 4,9 per cent between March and June 2016.
The Budget Review 2016 estimated this ratio at 5,2 per cent for fiscal 2016/17.

Total gross loan debt of national government
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Total gross loan debt of national government, consisting of all domestic and foreign debt
instruments, amounted to R2 099 billion at the end of June 2016, relative to R2 019 billion
recorded at the end of March 2016. As a ratio of GDP, total gross loan debt rose from 49,4 per
cent to 50,5 per cent between March and June 2016. The Budget Review 2076 projected this
ratio at 50,9 per cent for fiscal 2016/17 as a whole. Subtracting the government’s deposits with
the Bank and the private banking sector, national government’s net loan debt rose by R45 billion
over the course of the first quarter of fiscal 2016/17 and amounted to 44,7 per cent of GDP at
the end of June 2016.
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