1 The quarter-to-
quarter growth rates
referred to in this

section are based on
seasonally adjusted data
and are annualised.

Domestic economic developments

Domestic output’

The economic recession persisted in the first quarter of 2020, with South Africa’s real gross
domestic product (GDP) contracting at an annualised rate of 2.0%, following contractions of
0.8% and 1.4% in the preceding two quarters. The real gross value added (GVA) by both the
primary and secondary sectors declined further in the first quarter of 2020, while real output
rebounded in the tertiary sector. The South African economy was already under pressure before
the commencement of the nationwide lockdown at the end of March, with the level of real GDP
0.1% lower in the first quarter of 2020 than a year earlier.
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When excluding the contribution of the agricultural sector, the real output of the non-agricultural
sector decreased by a further 2.5% in the first quarter of 2020, following a contraction of
1.1% in the fourth quarter of 2019.

Real gross domestic product
Quarter-to-quarter percentage change at seasonally adjusted annualised rates

2019 2020

Sector
Q1 Q2 Q3 Q4 Year* Q1
Primary SeCtor.........cooiiviiiiiiiii -12.3 1.7 -5.7 -0.4 -3.1  -11.8
AGHCURUIE ... -16.8 -4.9 -4.5 -7.6 -6.9 27.8
MINING. .ttt -108 174 -6.1 1.8 -19 215
SECONAANY SECLON ...vviiiiiiieeiceie s -8.0 1.3 -5.0 -2.9 -1.4 -7.5
ManUFACTUINNG. .. c.vevveieriee e -8.8 21 -4.4 -1.8 -0.8 -8.5
Tertiary SECLON......ciiiveeeiiviieeee e -0.4 29 0.9 -1.0 1.2 1.3
NON-primary SECLOr™ ...........ccoviiiiiieseeiiiiiiiaaeseisiirannn -2.1 2.5 -0.4 -1.4 0.6 -0.6
Non-agricultural SECIOr™ ..........cccccovviiiiiiiiiiiiiiiin -2.8 3.7 -0.8 -1.1 0.4 -2.5
TOMAl et -3.2 3.3 -0.8 -1.4 0.2 -2.0

*

Percentage change over one year
** The non-primary sector is total GVA excluding agriculture and mining
*** The non-agricultural sector is total GVA excluding agriculture

Source: Stats SA
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The real GVA by the primary sector has contracted for eight of the past nine quarters,
when it declined by a further 11.8% in the first quarter of 2020. Real mining output contracted
sharply while the real GVA by the agricultural sector rebounded following four consecutive
quarterly contractions.

Real gross value added by the primary sector
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The real output of the agricultural sector expanded by a marked 27.8% in the first quarter
of 2020, contributing 0.5 percentage points to overall GDP growth. The turnaround reflected
increased production of field crops as well as horticultural and animal products, all on the
back of favourable weather conditions during the 2019/20 production season. The expected
commercial maize crop of 15.5 million tons for the 2019/20 production season is 37.6% more
than the final crop of 2018/19, and at this level, it will be the second largest ever following the
record harvest in 2017. This is also well above South Africa’s 50-year average maize production
of 9.4 million tons, and provides for the possibility of net exports in the next marketing year.

Commercial maize crop estimates

Crop Area planted
(million tons) (million hectares)
2018/19: fiN@l CrOP ..c.eveiiieiee s 1.3 2.3
2019/20: fifth production forecast.........cccccvevrieiiiiniiniieiiieens 15.5 2.6

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

The further significant contraction of 21.5% in the real GVA by the mining sector in the first
quarter of 2020 reflected load-shedding as well as both supply-chain disruptions and a fall in
global demand due to the outbreak of the COVID-19 pandemic, which impacted major export
markets, notably China. The mining sector subtracted 1.7 percentage points from overall real
GDP growth with iron ore, gold, chromium ore, manganese ore and other non-metallic minerals
contributing most to the contraction. The slump iniron ore, chrome, copper and nickel production
partly reflected lower demand from China, which went into lockdown in February, while planned
maintenance at selected domestic mines also adversely affected gold production.
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Commercial maize production
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The production of diamonds and coal was supported by soaring prices during most of the
quarter as well as the depreciation in the exchange value of the rand. The average level of real
mining output was 4.5% lower in the first quarter of 2020 than in the corresponding period in
2019, reflecting the challenges encountered by the sector.

Real gross value added by the mining sector

Percentage change from quarter to quarter
20

20

Seasonally adjusted and annualised

| |
2015 2016 2017 2018 2019 2020

-30

Source: Stats SA

Real economic activity in the secondary sector contracted further by 7.5% in the first quarter
of 2020 after decreasing by 2.9% in the fourth quarter of 2019. The real output of all three
secondary sectors — manufacturing, electricity, gas and water as well as construction — shrank
further in the first quarter.
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Contributions to growth in real gross domestic product
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Following two consecutive quarters of contraction, the real GVA by the manufacturing sector
decreased further by 8.5% in the first quarter of 2020 and subtracted 1.1 percentage points
from overall GDP growth. While almost all manufacturing subsectors were adversely affected
by the further deterioration in both global and domestic demand, the production of petroleum,
chemical, rubber and plastic products; basic metals; as well as motor vehicles, parts,
accessories and other transport equipment suffered the most. The subsectors for food and
beverages; wood and wood products, paper, publishing and printing; electrical machinery; and
textiles, clothing, leather and footwear also regressed. These declines were somewhat offset by
increased production of furniture and other manufacturing products.

Physical volume of manufacturing production
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Consistent with business confidence at 20-year lows, the manufacturing sector was already in
recession prior to the onset of the COVID-19 pandemic, as output was impaired by electricity
supply disruptions and weak domestic demand. Notwithstanding the further decrease in output,
the seasonally adjusted utilisation of production capacity in the manufacturing sector remained
broadly unchanged at 80% in February 2020 from November 2019.

The real output of the sector supplying electricity, gas and water contracted further by a notable
5.6% in the first quarter of 2020, following a contraction of 4.0% in the fourth quarter of 2019.
The sustained deterioration in economic activity in the electricity-intensive mining and
manufacturing sectors weighed on both electricity production and consumption as well as water
consumption. The ongoing planned maintenance at aging power plants continued to constrain
generation capacity as it was challenging to secure boilers, turbines and control systems for
maintenance. As a consequence, the average level of real output in the electricity, gas and water
sector was 2.9% lower in the first quarter of 2020 than in the corresponding period in 2019.

Real economic growth in the construction sector decreased sharply further by 4.7% in the
first quarter of 2020, marking the seventh successive quarterly contraction. Civil construction
as well as residential and non-residential building activity decreased. Suppressed business
confidence, policy uncertainty and pessimism about economic prospects contributed to the
continued contraction.

The real GVA by the tertiary sector reverted to an increase of 1.3% in the first quarter of 2020,
following a contraction of 1.0% in the fourth quarter of 2019. Real economic activity increased
in the finance, insurance, real estate and business services, the general government services as
well as the transport, storage and communication sectors, but declined further in the commerce
sector in the first quarter.

Real gross value added by the tertiary sector

Index: first quarter of 2015=100

112
Finance, insurance, real estate and business services
Total

General government services

Wholesale and retail trade, catering and accommodation
Transport, storage and communication

.
=
o
|

108

106

104

102

100

Seasonally adjusted

08 | | | | |
2015 2016 2017 2018 2019 2020

Source: Stats SA

The real output of the commerce sector decreased at a slower pace of 1.2% in the first quarter
of 2020, following a decline of 3.8% in the final quarter of 2019 as wholesale and motor trade
as well as the output of the catering and accommodation subsectors contracted. Weak trading
conditions and pre-lockdown supply-chain disruptions constrained the real output of the
wholesale trade subsector, while lower sales of new and used vehicles reflected weak consumer
confidence and spending as households’ disposable income remained constrained. Real retail
trade activity rose marginally further, reflecting increased sales of food and beverages as well
as pharmaceuticals as consumers stockpiled before the national lockdown that started on
27 March. The real value added by the catering and accommodation subsector shrank partly as
a result of international traveling restrictions following the outbreak of the COVID-19 pandemic.
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After contracting by a marked 7.2% in the fourth quarter of 2019, the real GVA by the transport,
storage and communication sector increased slightly by 0.5% in the first quarter of 2020. This
reflected increased activity in rail and road freight transportation. Growth in real activity in the
communication subsector moderated over the period.

Growth in the real output of the finance, insurance, real estate and business services sector
accelerated to 3.7% in the first quarter of 2020 and contributed 0.8 percentage points to overall
GDP growth as finance, insurance and other business services activity increased. Growth in the
financial auxiliary subsector reflected elevated trading activity in the financial markets, partly due
to the worldwide panic-trading in reaction to the COVID-19 pandemic.

The real GVA by the general government services sector increased by 1.0% in the first quarter of
2020, following a decline of 0.4% in the previous quarter. This reflected an increase in the number
of employees in provincial government and at higher education institutions in the first quarter.

Real gross domestic expenditure®

Real gross domestic expenditure (GDE) declined by a further 6.5% in the first quarter of
2020, following a notable decrease of 4.6% in the fourth quarter of 2019, marking the third
consecutive quarterly contraction. This was mainly due to another substantial de-accumulation
in real inventory holdings alongside a faster pace of contraction in gross fixed capital formation.
Growth in the real final consumption expenditure by households moderated while that by
general government reverted from a slight contraction to an increase.

Real gross domestic expenditure

Percentage change from quarter to quarter
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Real gross domestic expenditure
Quarter-to-quarter percentage change at seasonally adjusted annualised rates
2019 2020
Q1 Q2 Q3 Q4 Year' Q1

Component

Final consumption expenditure
HOUSENOIAS ... -0.9 2.5 0.3 1.4 1.0 0.7

General government....... 2.2 2.7 1.4 -0.2 15 1.1
Gross fixed capital formation .... -4 5.8 41 -10.0 -09 -20.5
Domestic final demand?............. .. -0.9 3.2 1.2 -1.2 0.8 -3.4
Change in inventories (R billions)*.... -11.7 294 -13.9 -40.3 -9.17  -67.3
RESIAUAN" ... 0.1 0.2 0.1 0.0 0.1 0.1
Gross domestic expenditure®..........ccoeeeeieeeeeceeeeeieeenn. 4.7 9.1 -4.5 -4.6 0.7 -6.5

Percentage change over one year

Comprises final consumption expenditure by households and general government as well as gross fixed capital formation
At constant 2010 prices

The residual as a percentage of GDP

Including the residual

g~ wnN =

Sources: Stats SA and SARB

The decrease in real gross fixed capital formation and the drawdown in inventories detracted
significantly from real GDP growth in the first quarter of 2020. By contrast, net exports
contributed 4.6 percentage points to overall economic growth.

Contributions of expenditure components to growth in real gross domestic product

Percentage points

2019 2020
Q1 Q2 Q3 Q4 Year Q1

Component

Final consumption expenditure

HOUSENOIAS ... -0.5 1.6 0.2 0.8 0.6 0.4

General gOVErNMENT......cuvveeiiiee e e 0.4 0.5 0.3 0.0 0.3 0.2
Gross fixed capital formation ..........cccccveevivieiiieeeiiinens -0.8 1.1 0.8 -2.0 -0.2 -4.2
Change in INVENEONES ........coviiiiiiiicic e 5.3 5.3 -5.5 -3.3 -0.1 -3.4
RESIAUAL .t 0.2 0.5 -0.5 -0.2 0.1 0.3
Gross domestic expenditure ........cccccceeevveeeeeccieeesiienenne 4.6 9.0 -4.7 -4.8 0.7 -6.6
NEL EXPOMS ©.vviiiiieeecci e -7.8 -5.7 3.9 3.3 -0.6 4.6
Gross domestic product .......c.cccveeeeiiieeeiiee e, -3.2 3.3 -0.8 -1.4 0.2 -2.0

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

Sources: Stats SA and SARB

Real exports of goods and services decreased by 0.6% in the first quarter of 2020, following
a similar increase in the fourth quarter of 2019. The exports of both mining products (including
gold) and services contracted, while that of manufactured products increased alongside a
sharp acceleration in the growth in agricultural exports. The decline in total mining exports
reflected lower export volumes of precious metals (including gold, PGMs and stones) as well as
base metals and articles, while travel services weighed down total services. By contrast, strong
growth in the export volumes of chemical products as well as vehicles and transport equipment
boosted manufacturing exports, while vegetable products boosted overall agricultural exports.

db

SoutH Arrican Reserve Bank - QUARTERLY BULLETIN JUNE 2020



Real exports and imports of goods and services

Quarter-to-quarter percentage change*

Component Exports Imports

Percentage 2019 2020 Percentage 2019 2020
of total** Q4 Q1™ of total™ Q4 Q1™

Total oo 100.0 0.6 -0.6 100.0 -2.2 -4.5
MINING e 45.0 7.9 -2.7 19.9 17.8 -3.5
Of which:
Mineral products..........cccceviiiiiiinenne. 20.2 -7.3 5.6 14.5 24.8 -3.3
Precious metals including gold,
platinum group metals and stones....... 13.6 36.7 -10.3 1.1 34.3 -13.5
Base metals and articles ..................... 1.2 3.1 -4.9 4.4 -5.8 -1.3
Manufacturing .......ooeeeeeeeeiiieeeeeeee e 34.6 -8.2 3.9 63.5 -7.8 -4.2
Of which:
Vehicles and transport equipment ....... 12.0 -17.8 4.6 13.1 -10.3 5.9
Machinery and electrical equipment .... 6.8 -4.9 -0.3 25.3 -12.4 -7.8
Chemical products ........ccceevvveeiivneenns 55 -1.1 9.9 9.4 -1.9 -2.9
Prepared foodstuffs, beverages
and tobacCo......ccovvviiiiiii 3.8 -4.5 0.4 2.6 0.7 -6.7
AGFCURUIE ... 5.7 0.3 10.9 3.4 -8.9 -4.3
Of which:
Vegetable products .........ccccoevviiininnns 4.4 -1.0 12.0 15 -14.0 -1.5
SEIVICES .. it 13.6 -0.9 -7.6 12.3 0.5 -9.0

*

Based on seasonally adjusted and annualised data

**  Expressed as a percentage of the total in 2019

*** Not annualised

Components may not add up to totals due to rounding off and the exclusion of unclassified items.

Sources: SARS, Stats SA and SARB

The real imports of goods and services contracted further in the first quarter of 2020 as the
import volumes of all the major goods and services components declined, reflecting weak
demand amid the recessionary environment. The lower domestic demand for mining products
was broad-based, in particular for precious metals (including gold, PGMs and stones).
Contractions in the real import volumes of machinery and electrical equipment; prepared
foodstuffs, beverages and tobacco; and chemical products weighed down the real value of
manufactured imports, while the decline in vegetable imports reduced overall agricultural
imports. The contraction in the total real imports of services was compounded by lower travel
services, impacted by global travel restrictions following the outbreak of COVID-19.

Real net exports contributed 4.6 percentage points to real GDP growth in the first quarter of
2020 as real net manufacturing and agricultural exports added 4.6 and 0.6 percentage points
respectively. The real net exports of machinery and electrical equipment contributed the most
to overall manufacturing exports at 2.2 percentage points. In the mining sector, the contribution
of the real net exports of mineral products was more than fully countered by the detractions
of the real net exports of precious metals (including gold, PGMs and stones) as well as base
metals and articles.
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Contributions of real exports and imports, and net exports of goods and services to
growth in real gross domestic product

Percentage points

Component Exports Imports*® Net exports
2019 2020 2019 2020 2019 2020
Q4 Q1 Q4 Q1 Q4 Q1
TOtal e e 0.7 -0.7 -2.7 -5.3 3.3 4.6
MiINING .ceeeeeeeee e 3.9 -1.4 3.9 -0.9 0.0 -0.5
Of which:
Mineral products........ccccvvveeeiiiiiiiiieeeeenn -1.7 1.2 3.8 -0.6 -5.5 1.8
Precious metals including gold,
platinum group metals and stones......... 52 -2.0 0.4 -0.2 4.8 -1.8
Base metals and articles ...........c....c... 0.4 -0.6 -0.3 -0.1 0.7 -0.6
Manufacturing ......ceoeeeeeiieeeee e -3.4 1.5 -6.3 -3.1 29 4.6
Of which:
Vehicles and transport equipment ......... 2.7 0.6 -1.7 0.9 -1.0 -0.3
Machinery and electrical equipment ...... -0.4 0.0 -4.1 2.2 3.7 2.2
Chemical products .........ccccccveviiiiicnnnn. -0.1 0.6 -0.2 -0.3 0.1 1.0
Prepared foodstuffs, beverages
and tobaCCO .....vvveiiiiieiiieece e -0.2 0.0 0.0 -0.2 -0.2 0.2
AGFCUIUIE ..o 0.0 0.8 -0.4 0.2 0.4 0.6
Of which:
Vegetable products ..........cccoovvviiiinen, -0.1 0.7 -0.3 0.0 0.2 0.7
SEIVICES .. utiiiiieee ettt -0.1 -1.2 0.1 -1.3 -0.2 0.2

* A positive contribution by imports subtracts from growth and a negative contribution adds to growth.
Components may not add up to totals due to rounding off and the exclusion of unclassified items.

Sources: SARS, Stats SA and SARB

Growth in real final consumption expenditure by households moderated to 0.7% in the first
quarter of 2020, from 1.4% in the fourth quarter of 2019. Accelerated growth in real outlays on
non-durable goods and services could not compensate for reduced spending on semi-durable
goods and in particular durable goods. The lacklustre real spending was consistent with the
markedly weaker consumer confidence, prevailing high levels of unemployment and slowing
nominal wage growth that negatively impacted real disposable income over the period. Real
consumption expenditure by households was 1.0% higher in the first quarter of 2020 compared
with the corresponding quarter in 2019.

Real final consumption expenditure by households

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

2019 2020

Category
Q1 Q2 Q3 Q4 Year* Q1

Durable goods..........coiiiiiiiiiiicc -7.2 8.7 2.2 -0.6 0.6 -7.6
Semi-durable goOdS .......uveiiiiieiiiiiecie e -11.4 3.7 -1.6 5.6 0.5 -6.2
NoNn-durable goOdS .......ceeeiiiiiiiiiiieecie e -0.2 2.1 -0.2 0.7 1.1 3.6
SEIVICES ...ttt 2.6 1.3 0.7 1.4 1.2 1.9
TOAl e s -0.9 2.5 0.3 14 1.0 0.7

* Percentage change over one year

Source: Stats SA
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Real final consumption expenditure by households and consumer

confidence
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Growth in real expenditure on durable goods contracted sharply by 7.6% in the first quarter of
2020, following a decline of 0.6% in the final quarter of 2019. Real outlays on personal transport
equipment — representing almost half of the subsector — decreased substantially, particularly in
March as the social distancing prior to the national lockdown, as well as the trading days lost due
to the actual lockdown severely impacted vehicle sales. By contrast, purchases of furniture and
household appliances as well as computers and related equipment increased at a slower pace,
while growth in real spending on other durable goods accelerated slightly in the first quarter.

Real final consumption expenditure by households

Percentage change from quarter to quarter

Seasonally adjusted and annualised
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Real household expenditure on semi-durable goods reverted to a contraction of 6.2% in the first
quarter of 2020, from an increase of 5.6% in the final quarter of 2019. Outlays shrank specifically
on clothing and footwear (the largest component); motorcar tyres, parts and accessories; as
well as recreational and entertainment goods. By contrast, real spending on household textiles,
furnishings and glassware increased somewhat. The lockdown impacted spending on semi-
durable goods at the end of the quarter as most of these goods were classified as non-essential.

Growth in expenditure on non-durable goods accelerated to 3.6% in the first quarter of 2020,
from only 0.7% in the fourth quarter of 2019. Real spending on food, beverages and tobacco;
household consumer goods; as well as medical and pharmaceutical products likely increased as
a result of pre-lockdown stockpiling in March. Expenditure on household fuel, power and water
turned around from a decline in the previous quarter. By contrast, real outlays on petroleum
products as well as recreational and entertainment goods decreased.

Growth in real household spending on services accelerated from 1.4% in the fourth quarter of
2019 to 1.9% in the first quarter of 2020. Increased real outlays on recreational, entertainment
and educational services; household services; as well as transport and communication services
outweighed lower spending on medical services.

Household debt increased at a slower pace in the first quarter of 2020, consistent with the
modest increase in nominal spending. The quarterly pace of increase in most categories of
credit extended to households moderated over the period. Consequently, household debt as
a percentage of nominal disposable income increased slightly to 73.7% in the first quarter of
2020, from 73.0% in the fourth quarter of 2019, as the quarter-to-quarter increase in household
debt exceeded that in nominal disposable income.

The ratio of debt-service cost to disposable income decreased slightly from 9.4% in the fourth
quarter of 2019 to 9.3% in the first quarter of 2020, reflecting the cumulative 125 basis points
reduction in the prime lending rate and the slower growth in household indebtedness in the
first quarter.

Household debt and debt-service cost as a ratio of disposal income
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Households’ net wealth deteriorated markedly in the first quarter of 2020 as the value of
household assets decreased while that of liabilities increased moderately. The lower value of
household assets reflected equity holdings in particular, as share prices fell sharply following
the panic-trading associated with COVID-19. Subsequently, the ratio of households’ net wealth
to nominal disposable income declined to 330.3% in the first quarter of 2020, from 359.8% in
the fourth quarter of 2019.

Real final consumption expenditure by general government switched from a decrease of 0.2%
in the fourth quarter of 2019 to an increase of 1.1% in the first quarter of 2020. Spending on
both the real compensation of employees and non-wage goods and services increased. Real
spending on health in the second half of the quarter, in response to the COVID-19 pandemic,
elevated spending on non-wage goods and services. The level of real final consumption
expenditure by general government was 1.2% higher compared with the corresponding period
in 2019.

Real final consumption expenditure by general government

Percentage change
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Real gross fixed capital formation plummeted further by 20.5% in the first quarter of 2020, after
contracting by 10.0% in the fourth quarter of 2019. Although the private sector was mainly
responsible for the quarterly contraction, capital investment by public corporations also declined
sharply. The level of fixed capital investment in the first quarter of 2020 was 6.2% below that in
the corresponding period of 2019 and reflected continued weak business confidence, political
uncertainty, the recessionary environment and constrained public sector budgets.

Real gross fixed capital formation

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

2019 2020
Sector
Q1 Q2 Q3 Q4 Year* Q1
Private business enterprises .........ccccvvvvvveeeeeiiiiinnnnn. -8.4 16.0 9.5 -10.3 1.1 -25.3
Public corporations...........ccoovvvviieieeiiiiiiieee e 16.3 -12.0 0.7 -0.3 -1.6 -20.9
General goOVerNMENT ........coviiiieiiiieeie e -22  -1683 -156 -17.6 -8.9 7.7
TOtAL e s -4.1 5.8 41 -10.0 -0.9 -205

* Percentage change over one year

Source: Stats SA
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Contributions to growth in real gross fixed capital formation
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Real gross fixed capital outlays by private business enterprises decreased sharply further by
25.3% in the first quarter of 2020, following a decline of 10.3% in the fourth quarter of 2019. This
was the largest quarterly contraction since the first quarter of 2009 when capital investment by
private enterprises declined by 38.7%. Capital expenditure on transport equipment as well as
on machinery and equipment decreased markedly. This downward trend resulted in a slight
decrease in the private sector’s share of total gross fixed capital formation, from 70.8% in the
final quarter of 2019 to 70.0% in the first quarter of 2020.

Gross fixed capital formation by the public sector decreased for a fourth consecutive quarter in
the first quarter of 2020, driven lower by a sharp decline in capital outlays by public corporations.
Real gross fixed capital investment by public corporations declined by 20.9%. This was
the second consecutive quarterly contraction and reflected the persistent decline in capital
investment on construction works as well as machinery and equipment by state-owned entities.
Real capital spending by general government rebounded by 7.7% in the first quarter of 2020,
adding 1.0 percentage points to growth in total gross fixed capital formation. The turnaround
followed a sustained decline since the first quarter of 2018, and reflected increased real capital
outlays by central and local government.

Real fixed capital expenditure contracted across most industries in the first quarter of 2020,
particularly in the mining; electricity, gas and water; and transport industries due to heightened
uncertainty about South Africa’s economic prospects amid the economic recession. Capital
expenditure by private electricity producers declined in the first quarter of 2020, although
spending on construction activity related to Independent Power Producer (IPP) projects
remained significantly higher on a year-on-year basis.
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Real gross fixed capital formation

Percentage change from quarter to quarter Index: first quarter of 2015=100
| 120

20

I Total |
== Pyblic sector (right-hand scale)

10

100

b \—\\ {0

Seasonally adjusted and annualised
-30 | | 70
2015 2016 2017 2018 2019 2020

-10

Source: Stats SA

Real inventory holdings decreased significantly in five of the past six quarters, when it declined
further by R67.3 billion (annualised and at 2010 prices) in the first quarter of 2020, subtracting
3.4 percentage points from total real GDP growth. De-stocking of inventories occurred in most
sectors, particularly in mining, manufacturing and trade.

Gross nominal saving

The national saving rate (gross saving as a percentage of nominal GDP) increased markedly
to 15.4% in the first quarter of 2020, from 14.6% in the fourth quarter of 2019. The notably
improved saving performance by corporate business enterprises outweighed dissaving by
general government and lower saving by households.

Gross saving as a percentage of gross domestic product

Ratio in per cent at seasonally adjusted annualised rates

2019 2020
Sector
Q1 Q2 Q3 Q4 Year Q1
COMOTALE. ...ttt 141 13.0 13.6 13.4 13.5 15.5
General gOVEMMENT .......ccvviiiiiieiiieiicii e -0.8 0.6 -0.6 -0.2 -0.2 -1.3
HOUSENOIA ... 1.3 1.3 1.3 1.3 1.3 1.2
o) = USRS 14.6 14.9 14.2 14.6 14.6 15.4

Source: SARB

The saving rate of the corporate sector increased from 13.4% in the fourth quarter of 2019 to
15.5% in the first quarter of 2020, mainly due to lower seasonally adjusted tax and dividend
payments. Gross saving by general government as a percentage of nominal GDP amounted to
a dissaving of 1.3% in the first quarter of 2020, from a dissaving of 0.2% in the fourth quarter of
2019. The increase in government’s nominal expenditure — mainly on transfers to households -
outweighed that in seasonally adjusted government revenue. The saving rate of the household
sector edged lower to 1.2% in the first quarter of 2020, as the increase in nominal consumption
expenditure outweighed that in nominal disposable income.
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Box 1 The impact of COVID-19 on economic statistics

The lockdown restrictions imposed in many countries, in response to the COVID-19 pandemic, negatively
affected statistics value chains globally. The restrictions imposed in South Africa, as from 27 March 2020,
impacted both the South African Reserve Bank (SARB) and Statistics South Africa (Stats SA) in this respect.
Globally, the ability to source relevant input data for the compilation of particular statistics was adversely
affected. Policy measures, including fiscal and monetary responses, introduced methodological issues in the
measurement of economic activity. These statistics have consequently been distorted with major implications
also for the seasonal adjustment of time series. This confluence of events also led to the re-assessment of
operational processes within the statistical value chain and the postponement of certain publication dates.
Users of these statistics are not only affected by the delay in availability thereof, but also by uncertainty related
to the extent of inherent biases due to low response rates and the magnitude of future revisions.

In South Africa, Stats SA announced on 17 April 2020 that gross domestic product (GDP) statistics for the
first quarter of 2020 would only be released on 30 June 2020 instead of the original release date of 2 June
2020. On 21 May 2020,? Stats SA furthermore announced some changes to data collection methods and
imputation techniques to provide for the compilation of the April 2020 consumer price index (CPI) to be
released on 24 June 2020.

The SARB’s media release® on 25 May 2020 regarding the impact of COVID-19 on the June 2020 Quarterly
Bulletin announced a change in the publication date to 16 July 2020 to facilitate the integration of the delayed
GDP and other statistics from Stats SA. These delays also impacted the release of the current account of the
balance of payments (BOP), which follows that of the GDP by two working days, and it therefore changed
from 4 June 2020 to 2 July 2020. The release of the external debt and international investment position
statistics as at 31 March 2020 also changed to 16 July 2020, to coincide with the publication of the June 2020
Quarterly Bulletin and the balance of payment statistics.

Statistics published by the SARB also started to reflect the COVID-19 distortions. For instance, the SARB’s
composite leading business cycle indicator for March 2020, as published on 26 May 2020,* reflected
temporary distortions to some of the component series due to the national lockdown. The liquidity measures
in response to COVID-19 are already indicated in the monetary statistics in the SARB’s balance sheet
on pages S-2 and S-3 of this Quarterly Bulletin and the liquidity management operations on page S—29.
These measures resulted in an increase in the SARB’s holdings of government bonds and liquidity provided
to banks on the asset side of the balance sheet, with potential consequences for the monetary base® on the
liability side. Some of the counter entries show up in the banking sector’s balance sheet, such as banks’
holdings of government bonds on pages S-9 and S-10 and the statistical counterparts of the change in
money supply on page S-24. The fiscal support by government will become visible in the government finance
statistics, in particular those for national government revenue and expenditure on pages S-50 and S-51
and the financing of the net borrowing requirement on page S-52, which spill over into national government
debt on pages S-54 and S-55. The decline in international trade due to the contraction in global economic
activity and the impact of risk aversion on capital flows and exchange rates is evident in the external account
statistics on pages S-83, S-84 and S-108, along with foreign debt on pages S-104 and S-105. Changes in
financial asset prices and activity in the share, bond, derivatives and foreign exchange markets are reflected
on pages S-31 to S-35 and S-107. The national accounts statistics calculated from both the production and
expenditure side for the first quarter of 2020, as indicated on pages S-110 to S-137, already show some
of the economic impact of the COVID-19 lockdown restrictions. The impact of the pandemic is also evident
from the manufacturing and mining production as well as the trade statistics on pages S-140 and S-141,
the unemployment statistics on page S-158 as well as the consumer and producer price statistics on pages
S-142 to S-146.

The international statistical community responded by creating platforms for interaction among statisticians on
methodological issues as well as to provide guidance. The Bank for International Settlements (BIS) created an
Irving Fisher Committee (IFC) COVID-19 Statistical eBIS resources page® to provide information on statistical
initiatives regarding the production, dissemination and use of official statistics in response to COVID-19.”

1 Impact of COVID-19 on Economic Statistics in Statistics South Africa. See http://www.statssa.gov.za/?p=13224
2 Changes to the calculation and publication date of the April CPI. See http://www.statssa.gov.za/?p=13339

3 The impact of COVID-19 on economic statistics released by the South African Reserve Bank. See https:/www.resbank.co.za/Lists/
News%20and%20Publications/Attachments/9951/COVID-19%20impact%200n%20release%200f%20economic%20statistics %20
by%20SARB.pdf

4 Composite business cycle indicators. See https://www.resbank.co.za/Research/Statistics/Pages/CompositeBusinessCyclelndicators.
aspx

5 The monetary base is defined as currency in circulation and banks’ deposit holdings at the central bank, which comprise required reserve
balances as well as excess cash reserves and other deposits.

6 Covid-19 statistical resources. See https://www.bis.org/ifc/covid19.htm

7 How COVID-19is changing the world: a statistical perspective, 2020 by the Committee for the Coordination of Statistical Activities (CCSA).
See https://data.unicef.org/resources/how-covid-19-is-changing-the-world-a-statistical-perspective
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The lasting impact on the statistics value chain globally highlighted the need for both timely and high-quality
data, inclusive of big and administrative data as well as assistance to reporting agents. The International
Monetary Fund (IMF) launched a Special Series on COVID-198 to assist compilers with statistical issues such
as the treatment of restructured loans, government support to households and businesses, continuity of
external sector statistics and the recording of government interventions in fiscal statistics. The Organisation for
Economic Cooperation and Development (OECD) launched an ‘Official Statistics and COVID-19’ workspace®
to exchange best practices and experiences. Eurostat published numerous guidelines and methodological
notes in the context of the COVID-19 pandemic,'® such as the treatment of time series, statistical implications
of policy measures, the estimation and imputation of missing data as well as a note'! to give guidance on
seasonal adjustment to effectively account for the effects of COVID-19 on economic statistics.

The uncertainty of how to interpret affected economic statistics is most prevalent in the CPI'> and GDP
statistics. Current methodological treatment could result in biases in consumer price inflation as certain goods
and services were not available for sale, limited outlets that were open for business might not be in the sample,
and data collectors could not visit outlets. The restriction on economic activity has led to changes in consumer
expenditure patterns that can introduce significant bias in the measurement of consumer price inflation.™
In the GDP, biases could be triggered by non-responses in sample surveys that included enterprises that
ceased to exist but were still included in the survey population.

Stats SA's adjusted methodology for calculating the CPI from April 2020, * for as long as any form of restrictions
to economic activity remain in place, resulted in the direct collection of prices of goods and services with a
combined weight of only 34% in the CPI basket (22% online retail items and 12% mainly services). The
prices of items not due for collection, with a weight of 41.5%, were carried forward according to the standard
method. Biases could possibly be introduced by the remaining 26.5% of goods and services for which price
changes were imputed, mainly by applying the change in the headline CPI to those items. This implies that
these goods and services made no contribution to the outcome of the change in the overall headline CPI.
If the actual change in the prices of the goods and services not measured was smaller than the change in
headline CPI, it would introduce an upward bias, but if the actual change in the prices of those items was
larger than the change in headline CP, it would introduce a downward bias. The assessment of whether there
is an upward or downward bias in the CPI outcome would depend on one’s opinion of the price changes of
these affected goods and services during the assessment period.

The national accounts estimates,''® are based on questionnaires sent out to enterprises in a sample survey
drawn from Stats SA's statistical business register. The lockdown period affected response rates and therefore
also the scope and coverage, as under these circumstances the surveys are probably not a high priority to
some enterprises while others may also not have the appropriate information readily available as financial
statements have not been finalised. Furthermore, as enterprises are considered to be active for 18 months
after their last value-added tax payment, those that have closed down will still be included in the sample
survey, which introduces a bias towards over-estimation of economic activity and gives rise to larger than
usual future revisions.

In conclusion, the effects of the COVID-19 pandemic on economic statistics have been far reaching and
necessitated statistical agencies to adapt to these challenges in an effort to continue to best inform policy
makers under difficult circumstances.

8 IMF Special Series on COVID-19. See https://www.imf.org/en/Publications/SPROLLs/covid19-special-notest#stats

9 See https://login.oecd.org/?appld=378967&IoginThrottled=true&referer=%2Fcommunity %2Fofficial-stats-workspace-covid
10 See https://ec.europa.eu/eurostat/data/metadata/covid-19-support-for-statisticians

11 See https://ec.europa.eu/eurostat/cros/content/treatment-covid19-seasonal-adjustmentmethodological-note_en

12 See https://www.nber.org/papers/w27144

13 See https://www.nber.org/papers/w273524#fromrss

14 See http://www.statssa.gov.za/?p=13339

15 For the compilation of the production-based GDP estimate, see http://www.statssa.gov.za/publications/P0441/P04413rdQuarter
2014.pdf

16 http://www.statssa.gov.za/?p=13224
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contrary, the Quarterly
Employment Statistics
(QES) data reported

in this section are
seasonally adjusted.

4 This is according to
Statistics South Africa’s
(Stats SA) QES survey.

5 The South African
Reserve Bank (SARB)
statistically linked

the QES data in this
section to adjust

for the level shift.
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Employment’

Continued labour paring in the final quarter of 2019 was consistent with the economic recession
that commenced from the third quarter of 2019. This was followed by expectations of accelerated
job losses as the national lockdown to contain the spread of the COVID-19 pandemic, which
started towards the end of the first quarter of 2020, resulted in the discontinuation of most non-
essential economic activity.

Enterprise-surveyed* formal non-agricultural employment decreased further by 34 100 (an
annualised 1.3%) in the fourth quarter of 2019, lowering the level of such employment to an
estimated 10.19 million employees. These job losses occurred mostly in the private sector,
while the staff complement of the public sector continued to increase. However, annual average
formal non-agricultural employment still increased slightly by 0.8% in 2019 — marginally more
than the increase of 0.6% in 2018. This incorporates Stats SA’s new annual sample, as drawn
from the 2019 Business Sampling Frame, which adjusted the level of formal non-agricultural
employment upwards by about 51 000 in the second quarter of 2019.°

Formal non-agricultural employment

Number (millions)

10.4

==== Total
== Total adjusted for election-related outliers

10.2

10.0

2013 2014 2015 2016 2017 2018 2019

Sources: Stats SA and SARB

Public sector employment increased only marginally by an annualised 0.1% (and by 0.5% when
excluding temporary election-related employment) in the fourth quarter of 2019, supported
by continued growth in job opportunities created by the Expanded Public Works Programme
(EPWP), in particular at local government level.

Employment also increased at provincial level and in the government transport, storage and
communication services sector, while national departments and other public sector enterprises
shed jobs. Notwithstanding the increase in EPWP-related job opportunities, a severely
constrained fiscus and ailing state-owned companies (SOCs) are likely to weigh on public
sector employment going forward.
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Private sector employment
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The private goods-producing sectors continued to experience exceptional challenges in 2019,
with output contracting for a second successive year. Around 64 600 jobs were lost in the year
to the fourth quarter of 2019, resulting in seven successive years of annual job losses —in line
with the protracted downward phase of the business cycle. The lockdown-induced disruption
of economic activity will magnify job losses in these sectors in the quarters ahead.

Employment and output in the goods-producing sectors

Percentange change over one year

E Real value added
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Sources: Stats SA and SARB
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6 As measured by the
Bureau for Economic
Research’s (BER) Absa
Manufacturing Survey.
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Employment in the mining sector decreased notably in the fourth quarter of 2019 and almost fully
reversed the gains of the previous four quarters. Retrenchments in the PGMs and coal mining
industries caused most of the job losses in the non-gold mining sector, along with continued
measures to reduce operating costs through restructuring and the closing of unprofitable shafts.
The gold mining sector created a mere 100 jobs in the fourth quarter, following the cumulative
loss of around 13 700 jobs in the preceding five quarters.

The manufacturing sector shed 27 000 employment opportunities in the year to the fourth
quarter of 2019, as recurring load shedding, depressed business sentiment and sustained weak
demand persisted in a recessionary environment. Disconcertingly, manufacturing business
confidence® declined to an almost 21-year low of 17 index points in the first quarter of 2020,
from 24 index points in the fourth quarter of 2019. Continued weak domestic demand and a
collapse in export orders in the first quarter contributed to a drop in production volumes and
consequently employment. Respondents also reported a decline in fixed investment for a fifth
consecutive quarter in the first quarter of 2020. With manufacturers already pessimistic about
business conditions going forward, the adverse circumstances are expected to worsen due to
the COVID-19 pandemic.

The construction sector has been stuck in a prolonged recession since the first quarter of
2017 along with amplified job losses. In 2019, the recessionary environment led to a further
loss of around 33 100 formal construction jobs. Disconcertingly, there is still no respite for this
beleaguered sector, as sentiment indicators remain at multi-year lows. The FNB/BER Building
Confidence Index fell by 12 index points to 13 in the first quarter of 2020 — its lowest level since
1998 — due to a sharp deterioration in growth in building activity, building material manufacturing
and hardware retail sales. All six sub-sectors registered a fall in confidence to multi-decade
lows, led by architects. The survey results point to a further and likely deeper contraction in
the building sector in the short term, with limited indications that activity will improve in coming
quarters. Conversely, the FNB/BER Civil Confidence Index rose for a fourth consecutive quarter
to a still low 24 in the first quarter of 2020, as improved profitability lifted sentiment while
construction activity was stable at a relatively low level. While the outlook improved slightly,
a multitude of headwinds still prevail, which could constrain a recovery such as the broadly
downbeat outlook for infrastructure investment by the public sector, uncertainty about future
rounds of the IPP programme and, more recently, the deteriorated overall economic landscape.

Employment in the private services sectors
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Job creationin the private services sectors, which has supported total private sector employment
in recent years, has gradually lost momentum in recent quarters and is expected to slow further
in the quarters ahead following the severe disruption to economic activity imposed by the
national lockdown. Employment in the finance, insurance, real estate and business services
sector decreased for a second successive quarter in the fourth quarter of 2019, after having
created a cumulative 62 800 employment opportunities in the previous five quarters.

Similarly, employment in the trade, catering and accommodation services sector decreased in
the fourth quarter of 2019, offsetting the gains made in the preceding quarter. In addition, the
BER'’s Retail Survey showed a significant fall in retailer confidence from 30 index points in the
fourth quarter of 2019 to 18 index points in the first quarter of 2020 — a mere one index point
above the 21-year low reached in the third quarter of 2019. The decline in confidence was led
by a further weakening in sales volume growth, which can be attributed to increased pressure
on household finances as retrenchments, below-inflation private sector wage increases as well
as lower bonus, overtime and commission payments restricted consumer’s ability to spend.
Coupled with the lower inflationary environment and fiercer competition for customers, the
weakness in sales volumes continued to restrain profitability.

Although total household-surveyed employment decreased by 38 000 between the fourth
quarter of 2019 and the first quarter of 2020, it was still 91 000 (or 0.6%) more than in the same
period in the preceding year and resulted in total employment of approximately 16.38 million.
Annual job losses in the informal sector (13 000) were outweighed by employment gains in the
formal non-agricultural sector (61 000), agriculture (27 000) and private households (15 000).
Employment growth occurred in community and social services (185 000), mining (18 000),
construction (5 000) and finance (1 000) in the year to the first quarter of 2020. However, job
losses were registered in manufacturing (74 000), electricity (34 000), transport (30 000) and
trade (25 000) over the same period. Annual job gains occurred among workers with limited
duration contracts (83 000) and those with unspecified duration contracts (50 000), while
79 000 permanent contract jobs were lost.

Unemployment rate
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The number of unemployed South Africans increased notably by 344 000 in the first quarter
of 2020, and by 869 000 (14.0%) from a year earlier, to an all-time high of 7.07 million.
The increase resulted from a substantial surge in the number of new and re-entrants into the
labour market who failed to find employment. As such, the official unemployment rate increased
to a record-high of 30.1% in the first quarter of 2020, from 29.1% in the fourth quarter of 2019
(and 27.6% a year earlier) — reflecting the economic recession that commenced in the third
quarter of 2019 amid an already distressed labour market. The COVID-19 pandemic is expected
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to cause a marked increase in the already high unemployment rate from the second quarter
onwards. The seasonally adjusted unemployment rate increased only marginally from 29.8% in
the fourth quarter of 2019 to an all-time high of 29.9% in the first quarter of 2020.

The number of discouraged work seekers increased by 63 000 to 2.92 million in the first quarter
of 2020, but was still 79 000 (or 2.2%) less than in the same period a year earlier. Disconcertingly,
the youth unemployment rate (for people aged 15 to 24 years) increased further from 58.1% in
the fourth quarter of 2019 to a record-high of 59.0% in the first quarter of 2020, significantly up
from the 55.2% recorded a year earlier.

Labour cost and productivity

Nominal wage growth slowed further in the second half of 2019 as job losses in the recessionary
environment exerted downward pressure on wage increases. The year-on-year pace of increase
in formal non-agricultural nominal remuneration per worker nevertheless accelerated from 3.1%
in the third quarter of 2019 to 4.8% in the fourth quarter, as remuneration growth per worker
quickened in both the public and private sectors. On an annual average basis, growth in nominal
remuneration per worker moderated from 4.9% in 2018 to 4.1% in 2019 — the lowest since 1970
— as private sector remuneration growth per worker slowed.

Formal non-agricultural nominal remuneration per worker

Percentage change over one year
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Growth in nominal remuneration per public sector worker quickened from a low of 1.8% in
the third quarter of 2019 to 5.4% (and to 5.3% when excluding temporary election-related
employment) in the fourth quarter, as wage growth accelerated at all tiers of the public sector,
except local governments. On average, public sector nominal wage growth per worker more
than halved from a recent peak of 13.7% in 2010 to 6.6% in 2019, though still above the upper
limit of the inflation target range throughout this period. To curb the high public sector wage bill,
government did not implement the 2020 public sector wage increase in April as negotiated with
public sector unions, and the issue was still unresolved at the end of June.

Private sector remuneration growth per worker accelerated somewhat from 3.5% in the
third quarter of 2019 to 4.4% in the fourth quarter, as wage growth quickened notably in the
mining; transport, storage and communication services; finance, insurance, real estate and
business services; and private community, social and personal services sectors. Conversely,
wage growth slowed in construction; manufacturing; and trade, catering and accommodation

db

SoutH Arrican Reserve Bank - QUARTERLY BULLETIN JUNE 2020



services. Growth in annual average private sector remuneration per worker slowed for a seventh
successive year from 7.5% in 2012 to the lowest rate on record of 3.2% in 2019, and below
consumer price inflation.

According to Andrew Levy Employment Publications, the average wage settlement rate in
collective bargaining agreements decreased further to a 14-year low of 6.4% in the first quarter
of 2020, compared with 7.1% a year earlier. Downward pressure on wage increases is expected
amid excess labour supply and weaker bargaining power, given current economic and labour
market conditions. The number of working days lost due to strike action decreased notably
from 1.06 million in the first quarter of 2019 to only 10 000 in the corresponding period of 2020.

Labour productivity and nominal unit labour cost
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Labour productivity in the formal non-agricultural sector contracted further by 0.4% in the year
to the fourth quarter of 2019, following a contraction of 0.5% in the third quarter, as output
contracted while growth in employment slowed. Labour productivity decreased for 2019 as a
whole, following an extended period of muted annual growth. Growth in nominal unit labour
cost in the formal non-agricultural sector accelerated from a low of 3.6% in the third quarter of
2019 to 5.2% in the fourth quarter, as year-on-year growth in total remuneration accelerated
while output contracted. However, economy-wide unit labour cost growth moderated slightly
from 4.6% in the fourth quarter of 2019 to 4.5% in the first quarter of 2020, as growth in the
compensation of employees accelerated while output contracted at a slower pace year-on-year.

Prices’

Headline consumer price inflation has mostly remained below the 4.5% midpoint of the inflation
target range since January 2019, and has amounted to 3.0% in April 2020.8 Both producer and
consumer price inflation picked up pace from recent lows in November 2019 to February 2020,
but moderated again from March. Most of the initial quickening in both measures of domestic
inflation was related to higher fuel price inflation outcomes due to the low base established
at the beginning of 2019, which inflated year-on-year calculations. Headline producer price
inflation accordingly accelerated to 4.5% in February 2020, alongside the marked acceleration
in coal and petroleum product price inflation, to 10.2%, in that month. Subsequently, producer
price inflation slowed to a 10-year low of 1.2% in April as coal and petroleum product price
inflation plummeted to -13.2%.

A

SOUTH AFRICAN RESERVE BANK

QUARTERLY BULLETIN JUNE 2020

7 Unless stated to
the contrary, all rates
mentioned in this
section reflect year-
on-year changes.

8 The COVID-
19-related national
lockdown restrictions
impacted Stats SA’s
ability to measure
price statistics. As a
result, about 26.5% of
the weight of the CPI
basket was imputed
in April 2020, in line
with international best
practise. This was
done by applying the
change in the headline
CPI for that month

to these products.

25



26

Final manufactured producer price inflation

Percentage change over 12 months
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Following the outbreak and rapid global spread of the COVID-19 pandemic, international crude
oil prices declined significantly in recent months as most countries implemented lockdown
restrictions. The average monthly price of Brent crude oil declined from a recent high of
US$67.15 in December 2019 to only US$18.68 in April 2020 as fears of an unprecedented
contraction in global output mounted, following sudden stops in economic activity. This resulted
in a marked deceleration in domestic fuel price inflation from March 2020 onwards, despite the
sharp depreciation in the exchange value of the rand between February and April 2020.

Fuel price inflation and the exchange value of the rand
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Headline consumer price inflation also initially accelerated between November 2019 and
February 2020 as higher domestic fuel prices temporarily interrupted the medium-term
downward drift in inflation. Consumer fuel price inflation picked up abruptly from -6.6% in
November 2019 to 12.7% in February 2020, lifting overall headline consumer price inflation
from 3.6% to 4.6% over this period. Subsequently, headline consumer price inflation moderated
t0 8.0% in April as fuel price inflation slowed markedly.
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Consumer price inflation
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== Headline consumer price index excluding petrol and diesel

2016 2017 2018 2019 2020

=== Midpoint of the inflation target range (4.5%)
Sources: Stats SA and SARB

Producer price inflation of intermediate manufactured goods remained muted and switched
from -1.5% in December 2019 to 1.3% in April 2020, mainly due to the acceleration in price
inflation for basic and fabricated metals. Producer price changes for agriculture, forestry and
fishing products has remained broadly in deflation for 17 months up to February 2020, led mainly
by the decrease in agricultural product prices, before accelerating to 3.5% in April. Producer
price inflation for electricity and water remained elevated and accelerated from 12.1% in
February 2020 to 15.5% in April, as electricity price inflation in particular accelerated. Producer
price inflation of mining products accelerated markedly to 49.0% in February — the highest rate
of increase since the inception of this measure in January 2008 — and remained elevated up
to April as the prices of gold and non-ferrous metal ores (in particular rhodium and palladium)
increased significantly.

Consumer goods price inflation initially accelerated to 4.9% in February 2020 mainly due to
higher non-durable goods price inflation as a result of the higher fuel price inflation. Subsequently,
consumer goods price inflation moderated notably to 1.7% in April as fuel price inflation receded
sharply. Semi-durable and durable goods price inflation also slowed further to 1.1% and 1.8%
respectively in April 2020, indicative of subdued inflationary pressures and muted exchange rate
pass-through in the current recessionary environment.

Consumer goods price inflation

Percentage change over 12 months

= Total goods
=== Underlying goods

2016 2017 2018 2019 2020

=== Midpoint of the inflation target range (4.5%)

Sources: Stats SA and SARB ﬂ
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9 The consumer
goods price basket,
excluding the more
volatile food and non-
alcoholic beverages,

fuel and electricity prices.

10 The consumer
services price basket,
excluding persistently
high administered
services price
inflation items.
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Underlying consumer goods price inflation® has remained below the midpoint of the inflation
target range since March 2017 and moderated to below the 3% lower limit of the inflation target
range in August 2017, remaining below that level for 19 consecutive months. This measure
of underlying consumer price inflation only returned to within the inflation target range in
March 2019, but again dipped below the lower limit of the inflation target range in
December 2019 and slowed to only 1.4% in April 2020.

Consumer services price inflation moderated steadily over the past three years to 4.0% in
January 2020 - its lowest level since the adoption of the classification of individual consumption
by purpose (COICOP) methodology by Stats SA in January 2008. The deceleration resulted
mainly from the gradual slowing in housing and utility services price inflation. Rental price inflation
accelerated slightly in March 2020 but still remained unusually low due to increased supply and
falling demand for residential property. On the supply side, the value of new residential housing
coming on-stream reached a post-crisis high in 2019, primarily due to rapid growth in the supply
of urban apartments. On the demand side, the financial strain experienced by households has
resulted in downscaling. Given these supply and demand forces, landlords opted for lower
annual rental price increases.

Consumer services price inflation

Percentage change over 12 months

= TOtal services
== Underlying services

2016 2017 2018 2019 2020

=== Midpoint of the inflation target range (4.5%)
Sources: Stats SA and SARB

Underlying consumer services price inflation® receded to below the midpoint of the inflation
target range in September 2019. Subsequently, underlying consumer services price inflation
moderated further to a low of 3.7% in January 2020 before accelerating in February, largely due
to a quickening in health insurance (medical aid contributions) price inflation. Both overall and
underlying consumer services price inflation decelerated slightly again in March and April 2020
as education, public transport as well as restaurant and hotel services price inflation moderated
—the latter to its lowest level of 1.1% since the adoption of the COICOP methodology. Subdued
rates of inflation in both the underlying consumer goods and services price measures are
indicative of a lack of pricing power in an environment of weak economic activity, which is likely
to be exacerbated by the impact of COVID-19.

Domestic consumer food price inflation remained relatively subdued during the first three
months of 2020 despite having accelerated somewhat to 4.6% in April. The steep increase
in meat prices as farmers build herds following improved grazing conditions after good rains
contributed most to the increase in consumer food price inflation. Recent higher import tariffs
on poultry products (with the highest individual weight within the consumer meat basket) also
contributed towards the acceleration in the inflation rate of poultry for the third consecutive
month in April.
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Contributions to consumer food price inflation
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The expected 2020 commercial maize crop of 15.5 million tons is 37.6% more than the final crop
of 2019, according to the latest summer crop estimate by the Department of Agriculture, Forestry
and Fisheries. The 2020 harvest should be more than sufficient to satisfy local consumption and
would be the second largest harvest ever recorded after the record crop of 2017. Bumper global
wheat and maize harvests as well as the domestic maize harvest should contain domestic food
price inflation in the coming months. However, South Africa is a net importer of wheat and the
recent sharp depreciation in the exchange value of the rand is expected to exert some upward
pressure on domestic wheat prices.

Rand-denominated international food price inflation soared with the sharp depreciation in the
exchange value of the rand although international food price inflation has been subdued in recent
months. The year-on-year rate of change in the US dollar-denominated international food price
index of the United Nations’ Food and Agriculture Organization (FAO) switched from an increase
of 10.0% in January 2020 to a decrease of 2.2% in June. The marked moderation was driven by
demand-side contractions linked to the effects of the COVID-19 pandemic and the significant
decrease in international crude oil prices following the global lockdown. However, the 12-month
rate of increase in the rand-denominated FAQO international food price index accelerated notably
from -0.5% in September 2019 to 29.6% in April 2020, as the exchange value of the rand
against the US dollar depreciated markedly over this period. The rate of increase subsequently
moderated to 15.0% in June, as the exchange value of the rand appreciated slightly. International
wheat and maize prices declined, on balance, in the first half of 2020 due to large global supplies
and broadly favourable crop prospects, but when converted to rand both prices soared due to
the currency movements.

Underlying inflationary pressures receded further in the opening months of 2020 in an
environment of weak domestic consumer demand. When subtracting the impact of food,
non-alcoholic beverages and fuel prices from headline consumer price inflation, the resultant
measure of underlying inflation amounted to 3.7% in April 2020. The SARB’s preferred measure
of core inflation (also excluding electricity prices) had remained below the midpoint of the
inflation target range for 24 successive months and amounted to 3.2% in April 2020.

Administered price inflation decelerated from 9.2% in January 2020 to only 0.9% in April and
mirrored the marked moderation in fuel price inflation from 13.7% to -12.8% over the same
period. However, when excluding fuel prices, administered price inflation decelerated only
slightly to 7.2% in April 2020, after having remained unchanged at 7.4% for seven consecutive
months up to February 2020. When also excluding electricity prices, administered price inflation

moderated to 4.9% in April 2020.
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1 Inflation
expectations as
measured by the
survey conducted by
the BER in the first
quarter of 2020.
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Headline and underlying measures of consumer price inflation

Percentage change over 12 months

= (CoOnsumer price index
o === (Consumer price index excluding food* and fuel
=== Consumer price index excluding food*, fuel and electricity
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- == Midpoint of the inflation target range (4.5%)
Source: Stats SA

The downward trend in average annual headline inflation expectations, which started in the third
quarter of 2018, persisted in the first quarter of 2020. Average inflation expectations' for 2020
and 2021 declined by 0.4 percentage points each, representing the single largest quarterly
decline since the start of the current downward trend in inflation expectations.

Annual headline consumer price inflation

Percentage change over one year

12
1M1 Actual Expected
10

- N W A OO O N ©

o

2005 2007 2009 2011 2013 2015 2017 2019 2021
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Sources: BER and Stats SA

Since the previous survey, all three survey groups have lowered their inflation expectations for
the current and the next calendar year to below 5.0%. Financial analysts reduced their forecast
for 2020 to 4.3% (from 4.7%) and to 4.4% (from 4.7%) for 2021. Trade union representatives also
foresee inflation to average 4.3% (from 4.7%) in 2020, rising to 4.6% (from 4.9%) in 2021. Business
representatives lowered their expectations to 4.7% (from 5.1%) for 2020 and to 4.9% (from 5.3%)
for 2021. Despite this noticeable general reduction in the level of inflation expectations, business
representatives’ expectations remained higher than those of financial analysts and trade unions.
Although the survey respondents expect inflation to average 4.8% in 2022, financial analysts
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and trade union representatives foresee inflation to come in around the 4.5% midpoint of the
inflation target range, while business representatives still expect inflation to be higher at 5.1%.

Headline consumer price inflation expectations

Per cent, as surveyed in the first quarter of 2020

Financial Business Trade union All surveyed
Average inflation expected for: analysts representatives representatives  participants
4.3 4.7 4.3 4.4
4.4 4.9 4.6 4.6
4.5 5.1 4.6 4.8
4.7 5.3 4.8 4.7

Source: BER

Average five-year inflation expectations declined further by 0.2 percentage points to 4.7% in
the first quarter of 2020. The general decline in the level of expected inflation could likely be
attributed to the recessionary economic environment and lower historical inflation.

Headline consumer price inflation and household inflation expectations

Percentage change over 12 months

== Headline consumer price index
o == Household inflation expectations

2016 2017 2018 2019 2020

=== Midpoint of the inflation target range (4.5%)
Sources: Stats SA and BER

Households expect inflation to average 4.8% over the next 12 months. This is 0.6 percentage
points lower than in the fourth quarter of 2019 and the lowest that it has been during the past
14 years. The decline in household inflation expectations could be attributed to, among other
factors, the lower nominal wage increases experienced in the private sector in the past year or
two and lower actual inflation outcomes.
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12 Unless stated to

the contrary, the current
account transaction
flows referred to in this
section are all seasonally
adjusted and annualised.
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External economic accounts

Current account”

World trade volumes already reflected the disruptive effects of the COVID-19 pandemic in the
first quarter of 2020. With the domestic lockdown restrictions only introduced late in March, the
impact on South Africa’s imports and exports in the first quarter of 2020 was still limited. This,
despite supply-chain disruptions throughout the quarter as some trading partner countries
introduced restrictions earlier to contain the pandemic.

Under these conditions, South Africa’s trade surplus still increased noticeably further from
R102 billion in the fourth quarter of 2019 to R208 billion in the first quarter of 2020. The trade
surplus as a percentage of GDP widened to 4.0% - the largest since the fourth quarter of 2010.
The larger trade surplus reflected a sustained increase in the value of net gold and merchandise
exports alongside a third consecutive quarterly contraction in merchandise imports. The value
of gold exports, which reflected both a near record-high US dollar average quarterly gold price
and the depreciation in the exchange value of the rand, supported the value of total goods
exported in the first quarter of 2020. The value of gold exports as a ratio of total exports of
goods accordingly increased further to 7.0% in the first quarter of 2020, from 6.9% in the
previous quarter.

By contrast, the third consecutive quarterly contraction in the value of merchandise imports
reflected weaker domestic demand amid recessionary conditions since the third quarter of
2019. The decrease in imports was also partly driven by a substantial decline in both the value
and volume of crude oil imports, while the average realised rand price of crude oil imports
increased slightly during the first quarter of 2020 as the weakening in the exchange value of the
rand more than offset the lower dollar spot price of oil. As from late 2019, the value of oil imports
also reflected the growing gap between the realised US dollar import price and the spot price
of ail.

International price of crude oil

US dollar per barrel

80

Realised imported

30 [~ Spot Brent

10 | | | | | | | | | | | | | | | |
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2019 2020

Sources: SARS, Reuters and SARB

Overall, the higher value of exports resulted primarily from higher prices, while the lower value
of imports resulted from both lower volumes and prices.

According to South Africa’s trade balance by region, the increase in the trade surplus in the first
quarter of 2020 resulted from smaller trade deficits with Europe and Asia, in particular China,
possibly already reflecting the impact of COVID-19.

db

SoutH Arrican Reserve Bank - QUARTERLY BULLETIN JUNE 2020



South Africa’s trade balance by region
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Current account of the balance of payments

R billions, seasonally adjusted and annualised

2019 2020

Q1 Q2 Q3 Q4 Year Q1

Merchandise EXPOMS ........coivivviiiieeeiiiiiie e 1193 12833 1258 1260 1236 1299
Net goId EXPOMS.....viiiiiiiiie e 56 50 70 93 67 97
Merchandise IMPOMS .......cooiiiiiiiieeeiciiii e -1207 -1314 -1284 -1250 -1264 -1188
Trade balance...........cccoviciiiiiiiiiiic 42 -31 44 102 39 208
Net service, income and current transfer payments......... -192 -175 -232 -171 -192 -138
Balance on current account...........ccocceiiiiiiiiiniinin, -150 -207 -188 -68 -153 70

As a percentage of gross domestic product

Trade balance...........cccocvviviiiiiiii 0.9 -0.6 0.9 2.0 0.8 4.0
Services DalanCe .........cccivviiiiiiiiiii -0.3 -0.3 -0.2 -0.3 -0.3 -0.1
INcome balanCe.........ccccovvviiiiiiicii -2.9 -2.4 -3.6 -2.3 -2.8 -1.9
Current transfer balanCe ...........cocoeiiiiiiiiiiiii -0.7 -0.7 -0.7 -0.7 -0.7 -0.7
Balance on current account...........cccceeeiieiiieniieneeeee -3.0 -4.1 -3.7 -1.3 -3.0 1.3

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

Sources: Stats SA and SARB

The significantly larger trade surplus in the first quarter of 2020 together with a markedly smaller
shortfall on the services, income and current transfer account led to the first surplus on the
current account of the balance of payments since the first quarter of 2003. With the balance
on the current account switching from a deficit of R68.1 billion in the fourth quarter of 2019 to
a surplus of R69.7 billion in the first quarter of 2020, it also changed as a percentage of GDP
from -1.3% to 1.3%.
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Current account of the balance of payments
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The value of merchandise exports increased by 3.1% in the first quarter of 2020 as manufacturing,
mining and agricultural exports increased. Vehicles and transport equipment as well as chemical
products supported manufacturing exports while grapes and maize lifted agricultural exports.
The latter reflected a sharp increase in maize exports to Zimbabwe, following that country’s
lifting of a ban on the importation of genetically modified maize for the first time in 12 years.

The value of mining exports rose in the first quarter of 2020, boosted by mineral products as
well as pearls and semi-precious stones. The increase in the export value of mineral products
was supported by silver ore concentrates and iron ore, in particular iron ore destined for Japan,
the Netherlands, South Korea and China, along with an increase in dry bulk cargo volumes at
the Saldanha Bay iron ore terminal. These exports to China reflected demand by steel mills
even though downstream sectors experienced disruptions due to the COVID-19 pandemic.
However, the portion of the value of South African iron ore exports destined for China relative
to total exports of iron ore decreased from about 63.3% in the fourth quarter of 2019 to 61.2%
in the first quarter of 2020.

By contrast, exports of platinum group metals (PGMs) as well as base metals and articles of
base metals decreased in the first quarter of 2020. Exports of PGMs decreased as production
fell amid intermittent electricity load shedding, the temporary closure of a converter plant
that was damaged during an explosion as well as lockdown restrictions towards the end of
the quarter.

Most base metal prices, especially those of copper and nickel, declined in the first quarter of
2020 due to uncertainty about the impact of the lockdown which led to a shutdown of industrial
production and construction activities globally along with rising inventories. By contrast, the
international prices of iron ore, coal, palladium and rhodium increased over the period — the
latter surged by almost 80% due to supply shortages and autocatalyst demand from the
Chinese vehicle industry in order to comply with local emission standards.
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Resilient iron ore prices recovered towards the end of the quarter, on expectations that the
Chinese government’s economic stimulus measures will support steel demand.
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The US dollar price of a basket of domestically produced non-gold export commodities surged
by 15.8% in the first quarter of 2020 and combined with the depreciation in the exchange value
of the rand contributed to the 2.3% increase in the rand price of merchandise exports in the first
quarter of 2020 — marking a fourth consecutive quarterly increase. At the same time, the volume
of merchandise exports increased by 0.8% in the first quarter of 2020, largely on account of
increased manufacturing and agricultural exports.

The average US dollar price of gold on the London market increased by 6.9% from US$1 482
per fine ounce in the fourth quarter of 2019 to US$1 584 per fine ounce in the first quarter of
2020 - a sixth consecutive quarterly increase. The gold price reflected safe-haven investment
demand amid heightened uncertainties associated with the impact of the COVID-19 pandemic
on the global economy. The sharp increase of 11.8% in the average realised rand price of net
gold exports reflected the marked depreciation in the exchange value of the rand. The higher
rand price more than offset the decline in the volume of net gold exports over the period with
a resultant increase of 4.7% in the value thereof.

International price of gold
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The value of merchandise imports contracted further by 4.9% in the first quarter of 2020 along
with decreased imports of mining and manufactured products. The former was weighed down
by a substantial decrease in the importation of mineral products, particularly crude oil. The ratio
of the value of crude oil imports to total mineral product imports accordingly fell sharply from
68.6% in the fourth quarter of 2019 to 58.1% in the first quarter of 2020.

The value of crude oil imports was weighed down by lower volumes as the average realised
US dollar price did not decline to the same extent as the spot price of Brent crude oil, which fell
from a recent high of about US$70 per barrel in early January 2020 to below US$20 per barrel in
April 2020. This followed the intensification of the spread of COVID-19 globally along with sudden
stops in economic activity and fears of a global economic recession. Following unprecedented
global monetary and fiscal stimulus as well as production cuts by the Organization of the
Petroleum Exporting Countries (OPEC), the price of Brent crude oil increased somewhat in the
ensuing two months to around US$41 per barrel at the end of June.

During April 2020, the volume of crude oil imports increased while the value declined. This was
driven by much lower crude oil prices, despite the US dollar realised import price being double
the spot price, with forward contracts concluded well ahead of delivery.

The increase in the value of imported vehicles and transport equipment in the first quarter
of 2020 reflected demand for foreign produced automotive components as some domestic
manufacturers ramped up production.
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2020

However, this was fully neutralised by decreases in all the other manufacturing sub-categories,
with the importation of machinery and electrical equipment declining substantially. The overall
value of imported manufactured goods accordingly contracted in the first quarter of 2020. By
contrast, the value of agricultural imports was lifted by animal or vegetable fats and oils.
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2020

On balance, the volume of merchandise imports declined in the first quarter of 2020. The import
penetration ratio — real merchandise imports as a ratio of real GDE — edged lower from 26.1% in
the fourth quarter of 2019 to 25.5% in the first quarter of 2020. The rand price of merchandise
imports continued to trend lower in the first quarter of 2020, after also decreasing slightly in both
the third and fourth quarter of 2019.
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South Africa’s terms of trade improved further in the first quarter of 2020 as the rand price of
exports increased while that of imports decreased.

Terms of trade*
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Sources: Stats SA and SARB

The shortfall on the services, income and current transfer account narrowed substantially for a
second consecutive quarter, from R171 billion in the fourth quarter of 2019 to R138 billion in the
first quarter of 2020. The decline in the first quarter of 2020 came from a more normal level in
the fourth quarter of 2019 compared to the all-time high reached in the third quarter and hence
reflected the most recent extraordinary circumstances. The deficit as a percentage of GDP
narrowed from 3.3% in the fourth quarter of 2019 to 2.7% in the first quarter of 2020 - a ratio
last observed in the second quarter of 2006. The deficits of all three sub-accounts narrowed in
the first quarter, with the income account contributing most.

The deficit on the income account narrowed by R23.5 billion in the first quarter of 2020 as
gross dividend payments declined by almost R22 billion to R85.6 billion while gross dividend
receipts increased by R4.6 billion to R81.3 billion. This resulted in net dividend payments of only
R4.3 billion, which were at its lowest in over two decades. The contraction in dividend payments
originated from companies with a direct investment relationship with non-resident shareholders
and was indicative of the weak domestic economic activity. In general, companies opted to
withhold dividends to strengthen finances amid uncertainty as to the effect of COVID-19 on
operations. By contrast, net interest payments increased by R4.7 billion while gross interest
payments increased by only 3.9% over four quarters in the first quarter of 2020 compared with
an increase of more than 8% in 2019 as a whole. Overall, net income payments were at its
lowest since the fourth quarter of 2016.

Net service payments also declined in the first quarter of 2020, with the decline in gross
service payments outweighing receipts. The lockdown of various economies and the closure of
international borders by most countries resulted in a contraction in the number of both resident
departures and non-resident arrivals in South Africa. As such, travel receipts contracted by
9.8% in the first quarter of 2020 along with sharp contractions in passenger fares following the
cancellation or postponement of travel arrangements. The contraction in payments for freight-
related transport was consistent with the decreased importation of goods.

Net and gross current transfer payments also declined slightly in the first quarter of 2020,
but made only a negligible contribution to the narrowing in the deficit on the overall account
compared to the other two sub-accounts.
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Financial account

The net inflow of capital on South Africa’s financial account of the balance of payments
(excluding unrecorded transactions) increased from R10.1 billion in the fourth quarter of 2019 to
R16.6 billion in the first quarter of 2020. On a net basis, direct investment, financial derivatives
and reserve assets recorded inflows during the first quarter of 2020, while portfolio and other
investment recorded outflows. Net financial account inflows as a ratio of GDP increased from
0.8% in the fourth quarter of 2019 to 1.3% in the first quarter of 2020.

Net financial transactions

R billions
2019 2020
Q1 Q2 Q3 Q4 Year Q1
Change in liabilities
Direct investment...........ccccvoiiiiiiiiii 11.0 27.9 17.3 10.5 66.8 29.0
Portfolio investment ... 28.5 10.0 40.2 9.3 88.0 -97.6
Financial derivatives ..o, -43.0 -31.5 -37.9 -560.8 -163.2 -73.7
Other investment ..........cccoooiiiiiiii 35.8 -4.9 0.9 -42.0 -10.2 52.0
Change in assets
Direct investment..........ccoccvviiiiiiicici -16.5 5.5 -21.6 -12.4 -45.1 -9.2
Portfolio investment ... -17.9 17.5 34.7 8.7 43.1 79.6
Financial derivatives.............cccccovviiiiie 40.9 31.0 34.8 52.3 159.0 87.8
Other investment ..o -561.9 -560.3 83.0 24.6 5.4 -93.4
Reserve assets ... 34.2 7.7 -77.2 9.9 -25.4 42.2
Total identified financial transactions™................... 21.3 12.8 74.3 10.1 118.5 16.6
As a percentage of gross domestic product....... 1.8 1.0 5.7 0.8 2.3 1.3

*  Excluding unrecorded transactions. Components may not add up to totals due to rounding off.
Inflow + outflow -

Source: SARB
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Foreign-owned assets in South Africa

South Africa’s direct investment liabilities increased by R29.0 billion in the first quarter of
2020 following an inflow of R10.5 billion in the fourth quarter of 2019, mainly as a result of the
foreign acquisition of a domestic manufacturer and distributor of food and beverage products.
Foreign parent companies also continued to provide equity and debt funding to South African
subsidiaries.

Portfolio investment liability flows changed to a substantial outflow of R97.6 billion in the first
quarter of 2020, following an inflow of R9.3 billion in the preceding quarter. The outflow reflected
non-residents’ net sales of domestic debt and equity securities as well as the redemption of
an international government bond of US$1.6 billion. Non-residents sold debt securities of
R74.4 bilion in the first quarter of 2020, following the acquisition of R42.1 billion in the
fourth quarter of 2019. Non-residents’ net sales of domestic equity securities decreased to
R23.1 billion from R32.8 billion over the same period.

Portfolio investment flows
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Other investment liabilities changed from an outflow of R42.0 billion in the fourth quarter of
2019 to a substantial inflow of R52.0 billion in the first quarter of 2020 as non-residents granted
short-term loans to, and made foreign currency-denominated deposits with the domestic
banking sector.

South African-owned assets abroad

South Africa’s direct investment assets abroad recorded an outflow of R9.2 billion in the
first quarter of 2020, following an outflow of R12.4 billion in the fourth quarter of 2019. The
moderation in direct investment assets occurred as a result of the repatriation of the proceeds
from the sale of shares in a company abroad by a domestic media and information technology
company, despite a significant increase in debt financing to foreign entities.

South African residents disposed of foreign portfolio assets of R79.6 billion in the first quarter
of 2020, following the much smaller disposal of R8.7 billion in the fourth quarter of 2019.
The domestic private non-banking sector’s sale of foreign equity securities increased significantly.

A substantial outflow of other investment assets of R93.4 billion in the first quarter of 2020
followed an inflow of R24.6 billion in the preceding quarter. The outflow was mainly the result
of the domestic banking sector increasing its foreign currency-denominated deposits at non-
resident banks abroad.
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Foreign debt

South Africa’s total external debt increased from US$177.7 billion at the end of September 2019
to US$185.4 billion at the end of December due to an increase in rand-denominated debt.
However, in rand terms, South Africa’s total external debt decreased from R2 700 billion to
R2 603 billion over the same period as the exchange value of the rand appreciated against the
US dollar.
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Foreign currency-denominated external debt decreased from US$93.2 billion at the end of
September 2019 to US$92.6 billion at the end of December. The decrease was mainly due to
the decrease in foreign currency-denominated long-term loans extended to the non-monetary
private sector and public corporations.

Rand-denominated external debt, expressed in US dollars, increased from US$84.5 billion at
the end of September 2019 to US$92.8 billion at the end of December. The increase was mainly
due to the net purchases of domestic rand-denominated bonds by non-residents as well as an
increase in the US dollar value of rand-denominated external debt due to the appreciation in the
exchange value of the rand over the period.

South Africa’s total external debt as a ratio of GDP increased from 50.7% at the end of September
2019 to 52.7% at the end of December. Similarly, the ratio of external debt to export earnings
increased from 156.4% to 164.0% over the same period.
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Foreign debt of South Africa

USS$ billions at end of period

2018 2019
Q3 Q4 Q1 Q2 Q3 Q4
Foreign currency-denominated debt.................. 83.5 87.9 88.5 87.4 93.2 92.6
DEDt SECUNMHIES ...vvvviviiiiiii e 30.7 30.7 30.7 29.0 33.5 33.5
OtNEr . 52.8 571 57.8 58.4 59.7 59.1
PUDIIC SECLON ...vvivviiiiiiicie e 10.4 10.4 10.5 10.4 10.9 10.3
Monetary SECION ....vvvviviiiiiiiiiciic e 14.3 18.6 17.9 18.0 17.8 18.7
Non-monetary private sector ..........ccccceevieinnn. 28.1 28.2 29.4 30.0 31.0 30.0
Rand-denominated debt ... 84.7 84.6 87.5 93.2 84.5 92.8
Debt securities........cccoovvviiiiiiiiiiin 49.7 48.1 50.4 55.1 50.0 57.6
OtNEI e 35.0 36.5 37.1 38.1 34.5 35.2
Total foreign debt ........coeieeririiieccecee 168.1 1725 176.0 180.6 177.7 185.4
AS a percentage of gross domestic product.... 45,7 46.8 49.1 51.5 50.7 52.7
As a percentage of total export earnings ......... 144.6 146.9 152.7 158.5 156.4 164.0

Source: SARB

International investment position

South Africa’s positive net international investment position (IIP) decreased from a revised
R544 billion at the end of September 2019 to R402 billion at the end of December. The
smaller positive net IIP resulted from a larger decline in foreign assets than in foreign liabilities.
The increase in the nominal effective exchange rate of the rand of 6.1% over the period affected
foreign assets more than foreign liabilities.

The market value of South Africa’s foreign assets (outward investment) declined by 2.5% from a
revised R7 109 billion at the end of September 2019 to R6 928 billion at the end of December,
following a decrease of 4.4% in the previous quarter. The decrease in foreign assets reflected
a decrease in all functional categories, except in portfolio investment. Direct investment assets
decreased mainly as a result of the lower market valuation of a large dual-listed company with
a primary listing abroad. Foreign portfolio assets increased mainly as a result of an increase
of 8.5% in the US Standard & Poor’s (S&P) 500 Index in the fourth quarter of 2019. Other
investment assets declined largely due to non-residents repaying short-term loans to the
domestic private banking and non-banking sectors, while reserve assets declined due to a
lower market valuation, following the strengthening of the external value of the rand.

The market value of South Africa’s foreign liabilities (inward investment) decreased slightly by
0.6% from a revised R6 565 billion at the end of September 2019 to R6 526 billion at the
end of December, following a decrease of 3.6% in the third quarter. The decrease in foreign
liabilities reflected a decrease in all functional categories, except in portfolio investment. Direct
investment and financial derivatives declined marginally, while the increase of 4.1% in the
FTSE/JSE All-Share Price Index (Alsi) in the fourth quarter of 2019 contributed to the higher
value of portfolio investment liabilities. The decrease in other investment liabilities resulted
mainly from the repayment of loans obtained from non-residents by the domestic private
non-banking sector.

Foreign assets as a ratio of South Africa’s annual GDP decreased from 141.5% at the end of
September 2019 to 136.4% in December, while foreign liabilities decreased from 130.6% to
128.5% over the same period. This resulted in a decline in the positive net IIP to 7.9% of GDP at
the end of December 2019.
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South Africa's international investment position
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International reserves and liquidity

Having declined by R9.9 billion in the fourth quarter of 2019, South Africa’s international reserve
assets decreased by a further R42.2 billion in the first quarter of 2020.

Measured in US dollar, the value of South Africa’s gross gold and other foreign reserves (i.e. the
international reserves of the SARB before accounting for reserves-related liabilities) decreased
from US$55.1 billion at the end of December 2019 to US$52.4 billion at the end of March
2020, largely reflecting the redemption of government’s foreign debt obligations. Gross gold
and other foreign reserves decreased further to US$52.3 billion at the end of June. South
Africa’s international liquidity position™ decreased, albeit slightly, from US$44.9 billion at the
end of December 2019 to US$44.8 billion at the end of March 2020, before increasing to
US$45.7 billion at the end of June.

International reserves
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The level of import cover (i.e. the value of gross international reserves relative to the value of

merchandise imports, as well as services and income payments) increased significantly from

5.4 months at the end of December 2019 to 6.9 months at the end of March 2020, the highest

level on record.
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Exchange rates™

The nominal effective exchange rate (NEER) of the rand decreased markedly by 19.2% in the
first quarter of 2020, following an increase of 6.1% in the fourth quarter of 2019. The marginal
increases in the NEER in November and December 2019 were reversed in the first quarter of
2020, with declines of 4.5% in January, 4.3% in February and an even more substantial 11.6%
in March. The NEER then declined by a further 0.5% in April, followed by increases of 2.6% and
0.5% in May and June. In the second quarter of 2020, the NEER increased by 2.6%.

Exchange rates of the rand

Percentage change

28 Jun 2019 30 Sep 2019 31 Dec 2019 31 Mar 2020
to to to to
30 Sep 2019 31 Dec 2019 31 Mar 2020 30 Jun 2020

Weighted average”® .........ccccevecveeeineenne -4.2 6.1 -19.2 2.6
BEUMO o -3.1 5.5 -20.4 1.7
US dollar ...oooieieeiiiiie -6.9 8.2 -21.9 3.8
Chinese yuan -3.2 5.6 -20.5 3.5
British pound -4.1 1.5 -16.9 4.2
Japanese yen ... -6.7 9.0 -22.2 3.2

* Trade-weighted exchange rate against a basket of 20 currencies (nominal effective exchange rate)
Depreciation — appreciation +

Source: SARB

The exchange value of the rand depreciated consistently in the first quarter of 2020, from a level
of R14.04 against the US dollar at the end of December 2019 to R14.85 at the end of January
2020, R15.62 at the end of February and R17.98 at the end of March. On 6 April 2020, the
rand traded at its lowest value ever of R19.34 against the US dollar, following South Africa’s
downgrade to non-investment grade by Moody'’s Investors Service (Moody’s) — being rated as
non-investment grade by the three major rating agencies South Africa has now been excluded
from the FTSE World Government Bond Index (WGBI). Although foreign exchange markets
remained volatile during May and June, global sentiment improved from time to time. After
subsequently hovering around R18.00 against the US dollar, the exchange value of the rand
appreciated to R17.33 against the US dollar by 30 June 2020, from the record low in April.

Most emerging market currencies, including the rand, depreciated sharply during the first quarter
of 2020 following the outbreak and rapid spread of COVID-19, which led to global risk aversion
as the lockdowns implemented in most countries caused fears of a sharp global economic
recession. The rand’s depreciation was further exacerbated by the downward revision of South
Africa’s sovereign credit rating by Moody’s. This, along with successive significant downward
revisions to both global and domestic economic growth projections, momentous volatility in
foreign exchange markets and uncertainty regarding the full impact and duration of COVID-19
amid large portfolio outflows, adversely affected the exchange value of the rand. Although
central banks across the globe (including the SARB) have implemented various measures to
assist and enhance liquidity in financial markets and to restore confidence, the outlook for the
rand and other emerging market currencies remains uncertain for the rest of 2020.

Since South Africa’s sovereign credit rating downgrade by Moody’s, the exchange value of
the rand has fluctuated between R17.50 and R19.34 against the US dollar. As the downgrade
was generally anticipated, the rand followed a similar trend than other emerging market
currencies (except India) during the first quarter of 2020. Of interest, the Mexican peso and
the rand have been on a comparable trajectory, despite Mexico being rated investment grade,
while the currencies of other investment-grade rated countries such as the Indian rupee,
Indonesian rupiah, Russian rouble and Chilean peso outperformed currencies of those rated
non-investment grade.
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Emerging market currencies against the US dollar
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Emerging market currencies against the US dollar during crises
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Emerging market countries have experienced various currency crises over the past 20 years.
Changes in the value of these countries’ currencies were more similar during the 2008-09 global
financial crisis and the subsequent euro zone sovereign debt crisis than during other crises
periods. Furthermore, emerging market currencies have depreciated significantly over the full
20-year period. The Turkish lira seems to be an outlier, already being non-investment grade in
the aftermath of the Asian crisis in the late 1990s when entering the global economic recession
of the early 2000s. Turkey was only briefly awarded investment-grade status between 2013 and
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2016. The rand has depreciated by 19.0% against the US dollar from the end of December 2019
to 30 June 2020, which includes the impact of the COVID-19 pandemic. This compares with
depreciations of 25.6% and 13.2% in the Brazilian real and the Turkish lira respectively over the
same period.

Effective exchange rates of the rand

Index: 2010=100
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Stronger rand = higher Real effective exchange rate
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|
40
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Source: SARB

The real effective exchange rate (REER) of the rand decreased by 19.1% from April 2019
to April 2020, reflecting improved competitiveness for domestic producers in foreign markets.

Turnover in the South African foreign exchange market

15 This is calculated The net average daily turnover'™ in the South African foreign exchange (FX) market increased
oot ot all new notably by 17.8% from US$13.4 billion in the fourth quarter of 2019 to US$15.8 billion in the first
foreign exchange quarter of 2020, following a persistent downward trend since the third quarter of 2014. This
ggggi‘g&”gu fing resulted from increases in both the value of FX transactions against the rand and FX transactions
a specified period, in third currencies. FX transactions against the rand increased by 15.6% from US$9.8 billion in
%‘fjetiifﬁkfﬁéf’ﬁé' the fourth quarter of 2019 to US$11.4 billion in the first quarter of 2020, while FX transactions in
counting. third currencies increased by 23.7% from US$3.6 billion to US$4.4 billion over the same period.

Net average daily turnover in the South African foreign exchange market
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30 |
m—Total
o5 Transactions in third currencies
Hll Transactions against the rand
“ \-_\
15
10
5
0

2015 2016 2017 2018 2019 2020

Source: SARB
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Non-residents remained the predominant participants of FX transactions against the rand in
the South African FX market. FX transactions against the rand with non-resident counterparties
increased from US$6.1 billion in the fourth quarter of 2019 to US$7.2 billion in the first quarter
of 2020. Swap transactions with non-residents increased from US$4.6 billion to US$5.2 billion
over the same period amid increased volatility in the exchange value of the rand, following
COVID-19 and the downgrade of South Africa’s sovereign credit rating by Moody’s in
March 2020. Transactions against the rand within the monetary sector and with residents also
increased, from US$1.6 billion and US$2.2 billion in the fourth quarter of 2019 to US$1.8 billion
and US$2.3 billion in the first quarter of 2020 respectively.

Composition of net average daily turnover in the South African foreign
exchange market against the rand

USS$ billions
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Source: SARB

Following a prolonged period of global uncertainty and trade tensions since early 2018,
activity in third currencies increased in the first quarter of 2020, mainly driven by an increase in
non-resident participation from US$3.3 billion to US$4.0 billion over the period. FX transactions in
third currencies with other resident counterparties also increased, from US$0.2 billion to
US$0.4 billion, over this period. However, FX transactions in third currencies within the monetary
sector remained muted, declining marginally to below US$0.1 billion in the first quarter of 2020.
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Composition of net average daily turnover in the South African foreign
exchange market in third currencies by counterparty
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Monetary developments, interest rates
and financial markets

Money supply

Growth in the broadly defined money supply (M3) accelerated notably in the first quarter of
2020 and exceeded the weak expansion in nominal GDP by a sizeable margin — hence the
income velocity of circulation decreased to 1.36 in the first quarter of 2020 from 1.38 in the
fourth quarter of 2019. The overall increase in M3 in the first quarter of 2020 was driven by
a marked acceleration in non-financial sector deposits with growth in household deposits
trending moderately higher. The quarter-to-quarter seasonally adjusted and annualised growth
in M3 accelerated from 1.2% in the fourth quarter of 2019 to 8.9% in the first quarter of 2020.
Growth in M3 then accelerated significantly from April 2020 as the COVID-19-related national
lockdown and associated uncertainty resulted in a noticeable shift toward bank deposits.

Money supply and gross domestic product

Year-on-year percentage change
12

— \3
Nominal GDP

2015 2016 2017 2018 2019 2020

Sources: Stats SA and SARB

The moderation in the growth of M3 during the second half of 2019 made way for an acceleration
thus far in 2020, with year-on-year growth quickening from a low of 6.1% in December 2019
to a high of 10.5% in April 2020, followed by a slight moderation to 10.3% in May. Growth in
the deposit holdings of the corporate sector increased notably from a recent low of 4.7% in
December 2019 to 9.7% in April 2020 — its highest rate since May 2013, before receding to 9.6%
in May. Within the corporate sector, growth in the deposit holdings of non-financial companies'®
accelerated markedly from 5.0% in November 2019 to 15.4% in March 2020. This reflected
uncertainty as private sector companies placed inflows and surplus funds on deposit to provide
for expenses as from the start of the national lockdown on 27 March 2020. Various state-owned
entities also kept the usual allocations from National Treasury on deposit due to limited business
activity during the lockdown. In March 2020, equitable share transfers and the distribution of the
fuel levy allocations to metropolitan municipalities also impacted the deposits of non-financial
companies. The depreciation of the exchange value of the rand also increased the rand value
of foreign currency-denominated M3 deposits, while an acquisition of a South African company
by a foreign entity added to deposit balances. From its high in March, growth in the deposit
holdings of non-financial companies subsequently moderated slightly to 13.2% in May, as the
effect of the lockdown on business activity and cash flow became evident.
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the deposit holdings of financial companies accelerated slightly from a low of 3.3%
in January 2020 to 4.8% in February, reflecting the receipt of inflows from the redemption of
the R207 government bond in January and coupon payments on domestic government bonds.
Growth in financial company deposits accelerated further to 6.8% in May, reflecting a preference
for liquidity following the sharp drop in financial asset prices caused by the COVID-19 pandemic.

the deposit holdings of the household sector, which initially trended moderately
higher to more than 9% in the first three months of 2020, accelerated to 11.9% in April as
wn-related reduction in consumer spending and payment holidays offered by banks
boosted household deposit balances. The slight moderation in growth in household deposits
to 11.6% in May 2020 possibly reflected the initial impact of reduced household income and job

losses due to the national lockdown.

16

12

Maturity preferences diverged significantly in the first five months of 2020. Depositors favoured
liquid cash, cheque and other demand deposits during this time of uncertainty. Growth in this
deposit category accelerated briskly from a recent low of 2.9% in December 2019 to 16.3% in
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May 2020 — with growth rates of more than 15% last seen in 2016. This contrasted the sharp
decline in the preference for long-term deposits as year-on-year growth decelerated from a high
of 19.0% in November 2019 to -1.7% in May 2020. Growth in short- and medium-term deposits
also accelerated, from 4.6% in March 2020 to 9.0% in May.

Deposits by maturity

Percentage change over 12 months

Cash, cheque and other demand

Short and medium term

-10 ] | | | |
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Source: SARB

Total M3 deposit holdings recorded a historic high month-on-month increase of
R169 billion in March 2020, followed by increases of R90.0 billion in April and R20.0 billion
in May. The quarterly change in total M3 deposit holdings reverted from a slight contraction of
R3.7 billion in the fourth quarter of 2019 to a significant increase of R214 billion in the first quarter
of 2020. The deposit holdings of the corporate sector contributed R187 billion to this sizable
increase as the deposits of non-financial companies increased by R97.6 billion and those of
financial companies contributed a further R89.4 billion. The household sector contributed
R26.9 billion to the increase in M3 in the first quarter of 2020, compared with an increase of
R21.2 billion in the fourth quarter of the previous year and also more than the R11.3 billion in
the first quarter of 2019. The increase was most probably attributable to lower consumption
expenditure in the recessionary environment, exacerbated by a further reduction in non-
essential spending during the initial part of the lockdown.

M3 holdings of households and companies

Year-on-year change

R billions Percentage
of total
2019 2020 M3 deposit
holdings*
Q1 Q2 Q3 Q4 Q1

Households .........cccccevirnnn. 1.3 415 32.9 21.2 26.9 34.6
Companies: Total.................. 74.0 20.2 39.7 -24.9 1871 65.4
Of which: Financial ........... 71.8 25.3 9.9 -63.3 89.4 35.2
Non-financial..... 2.2 -5.1 29.8 38.4 97.6 30.2
Total M3 deposits........cc..... 85.3 61.8 72.6 -3.7 214.0 100.0

* Expressed as a percentage of the total outstanding balance as at March 2020

Source: SARB

Statistically, the counterparts to the increase of R214 billion in M3 in the first quarter of 2020
consisted of a marked increase of R281 billion in net foreign assets of the monetary sector,
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17 This is the difference
between government
deposits and banks’
claims on government
(mainly holdings of
government securities).

18 These measures are
discussed in the ‘Note
on South Africa’s liquidity
measures in response to
the COVID-19 pandemic’
on page 89 of this
Quarterly Bulletin.
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which was offset by a decrease of R258 billion in net other assets (a contra-entry absorbing
changes in foreign assets, among other factors). In addition, claims against the domestic private
sector contributed R163 billion to the change in M3, alongside an increase of R28 billion in net
credit extended to the government sector.”

Credit extension

Growth in total loans and advances extended by monetary institutions to the domestic private
sector was fairly muted in the early months of 2020 amid the protracted weakness in domestic
economic activity with year-on-year growth receding to around 4.5% after occasionally
exceeding 7% in 2019. Growth in credit extension decelerated to 3.4% in May 2020, despite
substantial interest rate relief and a variety of measures'® to ease liquidity conditions in support
of credit extension to alleviate the expected effects of the COVID-19 pandemic.

Following a slow start to 2020, the corporate sector’s reliance on bank funding gained
momentum amid the impact of the COVID-19-related national lockdown implemented from late
March. In contrast, credit extension to the household sector slowed, with demand for credit
affected by consumers’ inability to spend on non-essential products and services, together with
uncertain job prospects and rising unemployment.

Bank loans and gross domestic product

Year-on-year percentage change

20 T
== | 0ans to companies
16 === | 0ans to households
Nominal GDP
12 :/\n/\\/\/\/ A
8 -
4 k/-'.\\ A
0

Total loans and advances to the private sector

Percentage change

15 T
= Over 12 months | |
mmm Quarterly at seasonally adjusted annualised rates
10
5 V\
0 | I

2015 2016 2017 2018 2019 2020

Sources: Stats SA and SARB

The quarter-to-quarter seasonally adjusted and annualised growth in total loans and advances
to the domestic private sector slowed for a third consecutive quarter, decelerating further from
3.7% in the fourth quarter of 2019 to only 1.8% in the first quarter of 2020. Notwithstanding the
deceleration, the credit-to-GDP ratio increased slightly from 74.4% in the fourth quarter of 2019
to 74.7% in the first quarter of 2020, as the expansion in credit extension still exceeded that in
nominal GDP. Real credit growth decelerated from a recent high of 3.3% in October 2019 to
close to zero per cent in the first two months of 2020 before accelerating to 1.2% in April 2020
as the corporate sector’'s demand for bank funding increased and as consumer price inflation
slowed notably.
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Credit extension to the corporate sector reverted from a contraction of R5.5 billion in the fourth
quarter of 2019 to a significant increase of R58.3 billion in the first quarter of 2020 — the largest
quarterly increase since the first quarter of 2016. Growth in bank credit was boosted by buoyant
general loans as property development, consumer goods manufacturing as well as mining
and resource companies required working capital. Credit extension was further elevated by
temporary bridging finance through a syndicated loan for a large merger transaction concluded
in the first quarter of 2020. However, the heightened uncertainty of the national lockdown and
related financial market volatility affected companies differently. Elevated demand for loans by
non-financial companies in the first few months of 2020 subsided in the subsequent months to
May. By contrast, financial companies’ demand for credit was initially subdued in the first quarter
of 2020 in the wake of valuation gains on foreign investments due to the sharp depreciation in
the exchange value of the rand, before increasing again in April and May.

Year-on-year growth in general loans to companies started 2020 at a low of only 0.7% in
January, compared with 6.1% a year earlier. Growth in this loan category then accelerated
somewhat to 2.7% in March 2020 as companies required increased access to credit facilities for
expenditure and working capital, followed by a deceleration to 0.5% in May. The pace of growth
in overdrafts also increased from 1.0% in February 2020 to 3.8% in April, before moderating
to 0.9% in May, while growth in credit card advances continued to decelerate. The general
slowdown in global and domestic economic activity as well as limited trading by most industries
during the initial phase of the national lockdown constrained the financial position of businesses
and concomitantly reduced investment and expansion activities.

Growth in mortgage advances to the corporate sector accelerated in the opening months of
2020 and exceeded 10% in March, slowing only moderately to 9.2% in May alongside demand
from, among others, commercial property developers. By contrast, growth in mortgage
advances on residential and farm properties remained fairly contained, although fluctuating
slightly higher from around 4% in early 2019 to 5.2% in March 2020. Subsequently, growth
slowed to 3.6% in May as reduced income and weak employment prospects, exacerbated
by the extended national lockdown, contributed to lacklustre growth in mortgage advances
on residential property. On aggregate, growth in total mortgage advances slowed to 5.3% in
May 2020.

A

QUARTERLY BULLETIN JUNE 2020 SOUTH AFRICAN RESERVE BANK

53



54

Mortgage advances
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Credit extension to the household sector levelled off during 2019 and maintained a slow pace
of expansion in the first five months of 2020. In the early months of 2020 growth was mired by
slowing demand for general loans against the backdrop of income uncertainty brought about
by the COVID-19 pandemic. Year-on-year growth in this, mostly unsecured, lending category
decelerated from a recent high of 12.1% in September 2019 to 8.6% in May 2020. At the same
time, demand for credit card advances also moderated and overdrafts contracted in both April
and May 2020.

Selected loans and advances

Corporate sector Household sector
Percentage change over 12 months Percentage change over 12 months
20 14
18 - 19 kL
16
14 10 = \
12 8
10
8

~

2 ' LV\\/’ 2

4
-42 T~ 43 4
44 -6
2018 2019 2020 2018 2019 2020
- Mortgages - |nstalment sale credit and leasing finance
= General loans = Overdrafts

= Credit cards
Source: SARB

Growth in instalment sale credit and leasing finance to finance purchases of new and used
vehicles slowed further in the first five months of 2020 as vehicles sales, which were already
under pressure from weak demand, plummeted amid the lockdown. Year-on-year growth in
instalment sale credit and leasing finance decelerated from a recent high of 8.8% in April 2019
to 3.0% in May 2020.
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The credit demand of most domestic economic sectors increased in the first quarter of 2020,
although year-on-year growth rates remained fairly muted. Credit growth to the finance,
business services, agriculture and mining sectors rebounded in the first quarter of 2020,
following contractions in the previous quarter. This was probably the result of the resumption of
economic activity after the holiday season. Credit demand by the real estate sector remained
buoyant in the first quarter of 2020, despite continued weakness in residential property prices.
Credit extension to the construction sector accelerated slightly and probably benefitted from the
potential construction activity made possible under the fourth bid window of the Independent
Power Producer (IPP) programme. Credit growth to the electricity, gas and water supply sector
decelerated notably in the first quarter of 2020 amid sporadic periods of load shedding and the
implementation of the national lockdown at the end of the quarter. In addition, credit extension
to the wholesale and retail trade sector as well as the community, social and personal services
sector contracted amid weak demand in the recessionary environment.

Growth in bank credit by economic sector

Percentage change over four quarters

2019 2020
Percentage
of total credit

Economic sector Q1 Q2 Q3 Q4 Q1 extension*®
HOUSENOIAS ... 6.2 6.8 7.8 7.6 6.6 35.2
Finance and iNSUraNCe ..........ccccccvevviiiiiiiicccc 08 -12 -54 -72 105 17.9
Real estate ... 5.6 6.5 109 8.0 126 11.5
Wholesale and retail trade 6.7 2.9 03 -73 -01 5.1
Manufacturing .........c.cocveevnn. .. 95 6.3 5.2 0.1 107 4.6
Business services 7.0 19 19 -41 1141 3.5
Transport, storage and communication .............ccceeeee.. 10.2 10.0 4.8 3.1 5.7 3.1
Electricity, gas and water..........cccccovvviiiiiiiiiiiiiieee 12 -13 9.8 104 3.5 2.4
Agriculture, forestry and fisShing.........ccccoveiiiiiiiiicinn, 5.4 79 -44 75 124 2.5
MINING and QUAIMYING .....ceeeiireeiiiiee e 29.3 0.2 1.0 -6.5 4.2 1.8
CoNStrUCHON.......cciiiiiiii 17.7 5.9 2.3 5.7 6.4 0.9
Community, social and personal services, and other..... 105 -05 -8.1 76 -8.0 11.5
TORAL et s 6.3 3.8 29 2.8 6.7 100.0

* Expressed as a percentage of the total outstanding balance for for March 2020

Source: SARB

In anticipation of heightened private sector financial distress, National Treasury together with
the SARB introduced various stimulus packages to assist banks to provide credit. This included
a loan guarantee scheme for qualifying companies impacted by the lockdown to alleviate
cash flow constraints. The government and commercial banks have agreed to share the risks
associated with these loans. At the same time, most banks introduced comprehensive payment
relief programmes and payment holidays for customers in distress, whose accounts were in
good standing. As a result, credit extension by the monetary sector may be expected to gain
some momentum in the short run as the effects of these measures start to filter through.

Interest rates and yields

The Monetary Policy Committee (MPC) of the SARB has lowered the repurchase (repo) rate
by a cumulative 275 basis points in the first five months of 2020 in the wake of the wide-
ranging social and economic impact of the global COVID-19 pandemic. The reduction of the
repo rate to 3.75%, effective from 22 May 2020, resulted in the lowest policy rate since 1973.
The MPC noted that the economic contraction and anticipated slow recovery was expected to
keep inflation outcomes well contained over the medium term, although electricity and other
administrated price increases remained a concern.
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19 Treasury bills
are short-term debt
funding instruments
issued by National
Treasury.

20 See the ‘Note
on South Africa’s
liquidity measures

in response to the
COVID-19 pandemic’
on page 89 of this
Quarterly Bulletin.
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Domestic short-term money market interest rates declined sharply during the first half of 2020,
consistent with the four decreases in the policy rate in the first five months of the year. Money
market rates were also affected by fluctuations in the exchange value of the rand and a sell-
off in domestic debt securities amid the downgrading of South Africa’s sovereign credit rating
by international rating agencies. The 3-month Johannesburg Interbank Average Rate (Jibar)
decreased fairly rapidly from 6.80% on 16 January 2020 to a low of 3.91% at the end of June.
The 6-month Jibar also fell back sharply from 7.31% on 16 January 2020 to 4.05% on 30 June.
The benchmark 12-month Jibar followed a similar trend, declining sharply to 4.37% at the end
of June.
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The tender rate on 91-day Treasury bills (TBs)"* followed market rates lower in the first half of
2020 as it decreased notably by 309 basis points from a recent high of 7.19% on 24 December
2019 to a low of 4.10% in mid-May. At the time, the 91-day TB rate temporarily fell below the
repo rate on the back of strong demand from market participants wanting to lock in prevailing
interest rates prior to the May MPC meeting. Banks preferred to place surplus funds in higher-
yielding money market instruments as opposed to standing facility reverse repo transactions at
the SARB at 200 basis points below the repo rate. This reflected banks’ surplus cash positions
amid the various liquidity measures of the SARB.?° The decline in TB rates occurred despite
significant increases in issuance of R2.3 billion on 27 March 2020, R1.7 billion on 30 April and
R875 million on 12 June across the full range of maturities (91, 182, 273 and 364 days). At the
end of June 2020, the tender rate on the 91-day TBs had declined further to 4.02%.

Funding conditions in the interbank lending market were initially relatively tight with the overnight
FX rate trading above the repo rate prior to the SARB’s liquidity measures in March 2020 to
support the daily flow of funds in the banking system. Both the South African Benchmark
Overnight Rate (Sabor) and the overnight FX rate followed the repo rate lower in the first five
months of 2020. Reductions in the Sabor were closely aligned to those in the repo rate, as it
fluctuated in a narrow range around the policy rate and remained well-anchored within the
upper and lower standing facility limits. The Sabor decreased by 272 basis points from 6.52%
on 16 January 2020 to 3.80% on 30 June, while the overnight FX rate decreased from a recent
high of 7.25% on 28 February 2020 to a temporary low of 2.11% on 17 April, before increasing
to 4.50% at the end of June. Fluctuations in the overnight FX rate displayed somewhat more
volatility, as it occasionally breached the upper and lower standing facility limits. Trades below
the lower band of the standing facility are associated with adequate supply of cash in the foreign
exchange market.
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Benchmark overnight rates
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In early 2020, rates on forward rate agreements (FRAs) initially gravitated lower on account of
favourable inflation outcomes before decreasing sharply from March as it followed the relatively
quick succession of reductions in the repo rate. Over this period, both the short- and long-term
FRAs decreased by close to 300 basis points. For example, the 3x6-month FRA decreased
by 312 basis points from a recent high of 6.66% on 8 January 2020 to 3.54% at the end of
June, while the 6x9-month FRA decreased by 316 basis points and the 9x12-month FRA by
303 basis points over the same period. The more subdued movement at the long end reflected
expectations by market participants that interest rates were not expected to remain at such low
levels for an extended period.

Forward rate agreements
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Commercial banks adjusted their deposit and lending rates lower, in line with the 275 basis
point reduction in the repo rate since the start of 2020. The prime lending rate decreased
from 10.00% in early January 2020 to 7.25% in May 2020. The weighted-average flexible rate
charged by banks on mortgage advances decreased from 9.53% in December 2019 to 7.36%
in May 2020, while the average interest rate offered on call deposits also decreased from 6.26%

to 4.23% over the same period.
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21 The yield gap

is measured as the
difference between
yields at the extreme
long and short ends
of the yield curve.
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The yields on 10-year South African rand-denominated government bonds issued and traded
in the domestic market increased by a whopping 345 basis points from 8.66% on 26 February
2020 to 12.11% on 24 March. This was in line with the re-pricing of emerging market debt
securities in the wake of COVID-19, and was exacerbated by both the sharp depreciation in the
exchange value of the rand as well as the notable net selling of bonds by non-residents as South
Africa’s sovereign credit rating fell below investment grade. Sentiment subsequently changed
as the SARB supported liquidity through bond purchases in the secondary market together
with successive decreases in the repo rate as well as fiscal measures by National Treasury to
mitigate the effects of the lockdown. These developments assisted the subsequent decline of
283 basis points in the yield on 10-year South African government bonds to 9.28% at the end
of June 2020.

Ten-year government bond yields
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The level of the yield curve moved higher and the slope steepened significantly from 26 February
2020 to 23 March as bond yields increased markedly across most of the maturity spectrum.
This reflected the heightened uncertainty brought about by the spread of COVID-19 and the
sell-off of risky emerging market bonds. The subsequent downward movement in the level of
the yield curve across the full maturity range to the end of June partly reflected the effect of the
SARB interventions, which eased liquidity conditions and the influence of the lower repo rate at
the short end. The yield gap?' more than doubled from 370 basis points on 26 February 2020 to
803 basis points on 23 March, before narrowing to 753 basis points on 30 June.
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Yield curve
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The yield spread for emerging market US dollar-denominated bonds relative to US government
bonds, as measured by the JPMorgan Emerging Markets Bond Index Plus (EMBI+),? widened
significantly from 298 basis points in December 2019 to 543 basis points in March 2020 —
the highest since March 2009. This reflected emerging market risk aversion and heightened
volatility in bond yields in the wake of COVID-19-related lockdowns in many countries, which
increased the probability of defaults and contributed to currency depreciation as well as a
sharp decline in international crude oil prices. The increase in sovereign spreads was arrested
by widespread global monetary and fiscal policy responses along with the easing of lockdown
restrictions, with the EMBI+ yield spread narrowing to 441 basis points in June. South Africa’s
sovereign risk premium? on US dollar-denominated government bonds in the five-year
maturity range widened significantly from an average of 231 basis points in December 2019 to
579 basis points in April 2020, before narrowing to 397 basis points in June.
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Money market

The actual daily liquidity requirement of private sector banks averaged R56.4 billion in the first
quarter of 2020, while fluctuating in a wide range of between R46.3 billion and R75.5 billion. The
low of R46.3 billion was recorded shortly after the weekly refinancing auction was decreased
to R45 billion from its long-standing customary level of R56 billion, following the extra-ordinary
measures implemented by the SARB to inject additional liquidity into the money market.?*
The total accommodation to banks that increased significantly from R56 billion in February 2020
to R101.1 billion in March comprised of: R45 billion through the customary weekly refinancing
auction; R20 billion through a special repo auction with a maturity of 91-days; and an additional
R36.1 billion offered through a supplementary repo auction on 31 March.

The daily liquidity requirement averaged R63.4 billion in the second quarter of 2020, while
continuing to fluctuate widely between a low of R38.5 billion and a high of R81.2 billion.
The low of R38.5 billion occurred in April, alongside a temporary decline in demand for funding
as banks held surplus cash along with a reluctance to participate in the weekly main refinancing
auctions to avoid ending up with end-of-day surplus cash balances on deposit at the SARB
at a rate of 200 basis points below the repo rate. Subsequently, the total accommodation to
banks moderated from a recent daily high of R105.4 billion on 2 April 2020 to average around
R66.5 billion during June.

The weekly main refinancing auctions of R45 billion together with the addition of the 91-day
refinancing operations occasionally led to surplus positions at the end-of-day square-off. As
a result, the weekly refinancing auctions were under-subscribed and declined to a low of
R7.6 billion on both 20 May and 3 June 2020.

Liquidity requirement
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Money market liquidity contracted by a net amount of R47.8 billion in the first quarter of 2020,
reverting from an expansion of R5.1 billion in the fourth quarter of 2019. Notes and coin in
circulation outside the SARB expanded liquidity in the money market by R10.0 billion in the
first quarter of 2020, while all the other factors contributed to the net overall contraction in
market liquidity. The required cash reserve deposits of private sector banks increased by
R33.4 billion, while FX swaps to the value of R10.0 billion and the placement of R14.9 billion
in deposits of the Corporation for Public Deposits (CPD) at the SARB also served to tighten
money market liquidity. The increased call deposits of the CPD at the SARB served to reduce
National Treasury’s Inter Governmental Cash Coordination account at financial year-end. In the
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subsequent two months to May 2020, liquidity conditions eased again by R18.9 billion, mainly
through the implementation of measures which allowed private sector banks to reduce their
cash reserve balances with the SARB by R22.1 billion, while the SARB also bought government
bonds in the secondary bond market, all intended to free up more capital for on-lending.
An increase of R10.8 billion in deposits of the CPD with the SARB and increased demand for
debentures to the value of R7.1 billion, together with a R6.3 billion increase in notes and coin in
circulation, marginally offset the liquidity provided to the banking system.

Factors influencing money market liquidity conditions
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Source: SARB

From January to June 2020, capital redemption and coupon interest payments of R80.2 billion
were effected from government’s tax and loan accounts. Of this, R311 million accrued to the
SARB’s government bond portfolio.

Bond market

The value of the public sector’s?® net issuance of listed bonds in the domestic primary bond
market of R196 billion in the six months to June 2020 was 37% more than in the same period in
2019. The increased borrowing reflected government’s larger budget deficit which was affected
by the revenue shortfall on account of recessionary economic conditions and fiscal support
measures aimed at mitigating the effects of the COVID-19 pandemic. With the increased
borrowing requirement of national government, the amount of government bonds on offer at the
weekly bond auction for both fixed-rate and inflation-linked bonds increased from R4.53 billion
to R6.10 billion and from R1.04 billion to R1.40 billion respectively in May 2020.

In contrast, record-high private sector?® net bond issuances of R81.7 billion in 2019 switched
to net redemptions of R16.7 billion in the first six months of 2020, with non-bank financial
institutions contributing the most. The total outstanding nominal amount of all JSE-listed debt
securities was R3.6 trillion at the end of June 2020.
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Net issues in the domestic primary bond market
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The daily average value of turnover in the domestic secondary bond market in the first six
months of 2020 was 3.5% higher than in the same period of 2019, with R158 billion and
R152 billion traded in the first and second quarter respectively. Despite this increase, the
annualised liquidity ratio®” in the bond market of 11.5 in the first six months of 2020 was similar to
the 11.7 in the corresponding period of 2019. The higher turnover was consistent with increased
trading volumes following heightened uncertainty in financial markets and the SARB purchases
of bonds in the domestic secondary bond market.

The increase in the outstanding amount of rand-denominated bonds in issue in the European
and Japanese bond markets moderated notably from R11.1 billion in the first three months
of 2020 to only R1.4 billion between April and June 2020. The lower net issuance coincided
with South Africa’s sovereign rating downgrades and the effects of the COVID-19 pandemic.
However, the outstanding amount still increased from a recent low of R265 billion in January
2019 to R285 billion in March 2020, before levelling off at R286 billion in June.

Outstanding amount of rand-denominated bonds in issue in
international markets
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Non-residents were net sellers of domestic debt securities in the first half of 2020, according
to JSE data. Small net purchases of R2.3 billion in the final quarter of 2019 was followed by
significant net sales of R75.0 billion in the first quarter of 2020 and a further R13.1 billion in the
second quarter. The cumulative net sales of domestic bonds of R88.1 billion by non-residents
in the first half of 2020 compare with net purchases of R6.5 billion in the same period of 2019.
The non-resident net sales of South African bonds were aggravated by domestic idiosyncratic
developments such as deteriorating public finances and the sovereign credit ratings downgrade
to sub-investment grade, which excluded South Africa from the World Government Bond Index
(WGBI) as well as the impact of COVID-19 on global financial markets together with renewed
tensions between the US and China. The proportion of domestic government bonds held
by non-residents consequently declined from 37.3% in January 2020 to 30.6% at the end
of June. Non-resident net sales in the first half of 2020 were concentrated in the R186 and
R2048 government bonds.

Non-resident participation in the domestic bond market

Net transactions in government bonds
Net transactions in the first six months of 2020
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Share market

Equity capital raised by companies listed on the JSE in the domestic and international primary
share markets increased by 24.5% year on year to R29.1 billion in the first six months of 2020.
However, this was still lower than previous years due to lacklustre economic growth, weak
business confidence and fewer listed companies on the JSE as well as concerns about the
impact of COVID-19 on economic activity. Primary listed financial companies on the JSE
contributed the most to funding activity at 35.3% of the total value of capital raised in the first
half of 2020, followed by companies in the resources sector at 30.1%.

The daily average value of turnover in the secondary share market of the JSE of R24.5 billion 28 Volatility as
in the first six months of 2020 was 22.3% higher than in the corresponding period of 2019. All- ggf&“ﬁgé{f{}glaﬁ”ty
time high trading activity coincided with heightened volatility?® brought about by the COVID-19 Index (SAVI).

pandemic and the lockdown-related economic restrictions which led to a sharp decline in share
prices. The market capitalisation of all shares listed on the JSE accordingly decreased from an
all-time high of R17.5 trillion in September 2019 to a recent low of R14.5 trillion in March 2020,
before increasing again to R16.9 trillion in June as share prices recouped some of the losses.

Non-resident net sales of JSE-listed shares continued in the first six months of 2020, according
to JSE data. Net sales of R27.1 billion in the first quarter of 2020 receded only slightly to
R25.8 billion in the second quarter, despite the advent of supplementary monetary policy
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29 The non-resident
participation rate is
calculated as the
purchases and sales
by non-residents

as a percentage of
total purchases and
sales of shares.
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liquidity measures and a lower repo rate as well as fiscal stimulus packages to support domestic
economic activity. The non-resident participation rate?® fell to an average of 17.5% in the first half
of 2020 compared with 19.6% in the corresponding period of 2019.

The FTSE/JSE All-Share Price Index (Alsi) declined by 22.1% in the first quarter of 2020 — the
largest decline since the third quarter of 1998. The fall in share prices of JSE-listed companies
was brought about by heightened concerns over the impact of the COVID-19 pandemic on
economic activity. The South African Volatility Index (SAVI) and the Chicago Board of Exchange
(CBOE) Volatility Index (VIX), which spiked at record highs in March 2020, reflected these anxieties
globally. Thereafter the sharp recovery of share markets globally was supported by monetary and
fiscal policy measures and the gradual lifting of lockdown restrictions. The Alsi bounced back by a
whopping 43.2% from 37 963 index points on 19 March 2020 to 54 362 index points on 30 June.

South African share and volatility indices
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The overall historical price-earnings ratio of ordinary shares listed on the JSE fell sharply from
a recent high of 21.5 in June 2019 to a low of 13.8 in March 2020, as total earnings increased
and share prices declined. Subsequently, the ratio increased significantly to 21.6 in June 2020
as the trends of the underlying indicators reversed.

Market for exchange-traded derivatives

The volatility of spot prices of maize contracts listed on the JSE increased in the first six months
of 2020. The spot price of white maize increased sharply by 51.8% from 2 January 2020 to
R3 900 per ton on 16 April, following both the depreciation in the exchange value of the rand
and rising demand from the Southern African region, primarily Zimbabwe, as the ban on the
importation of genetically modified organisms was lifted. Subsequently, the spot price of white
maize fell notably to R2 497 per ton on 30 June along with the appreciation in the exchange
value of the rand, lower international maize prices and expectations of the second largest
domestic maize crop on record in 2020.
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The spot price of domestic wheat contracts trended significantly higher in the first half
of 2020, increasing from R4 322 per ton at the end of 2019 to R5 409 per ton on 30 June.
The increase reflected the much weaker exchange value of the rand over the period and
smaller domestic planting estimates for the 2020/21 season as well as restrictions by various
countries on exports amid fears of a prolonged COVID-19 pandemic, despite higher estimated
global supplies for the 2019/20 season than in the previous season. Global wheat prices could
therefore increase in the near term and spill over to domestic prices as South Africa is a net
importer of wheat.

Grain prices

Rand per ton

6 000

5000 [~ SOUtm f/"\,

4000 v,./w

3 000

2 000
South African white maize

1000 |

US dollar per ton
300

International wheat

250

200 =

",
150 iy e, .

International maize

100

2015 2016 2017 2018 2019 2020

Sources: JSE and International Grains Council

Turnover in interest rate derivatives increased notably in the first half of 2020 compared with the
corresponding periodin 2019. By contrast, turnover in currency derivatives, which reached alow of
R34.3 billion in January 2020, declined by 1.7% year on year in the first half of 2020, while the
turnover in equity derivatives declined even more. The value of equity derivatives continued to
dominate overall derivatives turnover on the JSE.

Derivatives turnover on the JSE, January to June 2020
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Real estate market

Growth in the nominal prices of residential property slowed further in early 2020, except for an
acceleration in the Standard Bank house price index. The year-on-year rate of change varied
between -2.5% and 4.5% across the different price indicators in May 2020. The lacklustre
growth in house prices continued to reflect weak economic activity that was worsened by
the COVID-19 pandemic and the subsequent lockdown, high unemployment, slow growth in
households’ disposable income and low consumer confidence, all of which depressed demand
for residential property. The successive interest rate reductions in the first half of 2020 could
support the residential property market somewhat going forward.

Nominal house prices

Percentage change over 12 months
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Growth in nominal house prices also diverged across the different value categories, according
to Lightstone data. The year-on-year rate of increase in the prices of luxury houses (more than
R1.5 million) slowed sharply to a decline of 1.1% in May 2020, while that of mid-value houses
(R250 000 — R750 000) accelerated somewhat to 5.6% along with a shift in demand for more
affordable housing.

Nominal house prices by value category
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The muted growth in house prices is consistent with the increase in the average time that
residential properties remained on the market, from 13.4 weeks in the first quarter of 2020 to
141 weeks in the second quarter. This also reflects restrictions placed on real estate activity
during the COVID-19 lockdown and the closure of the Deeds Office during this period.

Non-bank financial intermediaries®®

The balance sheets of non-bank financial institutions were significantly affected by the decline
in financial asset prices in the first quarter of 2020, with consolidated assets falling by 9.0%
to R9.1 trillion — the biggest quarterly decline since the first quarter of 2003. The assets of the
Public Investment Corporation (PIC) and unit trusts declined by 11.6% and 9.6% to R1.9 trillion
and R2.5 trillion respectively over this period. Similarly, the total assets of insurance companies
declined by 7.7% to R3.0 trillion, while that of finance companies fell slightly by 0.3% to
R321 billion in the first quarter of 2020. On a year-on-year basis, the value of non-bank financial
institutions’ total assets declined by 6.3% in the first quarter of 2020 to 174% of nominal GDP.

Total assets of non-bank financial institutions

Percentage of total assets R billions

60 12 000
—— Aﬂ\/\_
—\_—\
50 |~ N — 10000
40 = =1 8 000
4
30 [re——— | = B = 6 000
20 = —| 4 000
10 — 2000
0 0
2015 2016 2017 2018 2019 2020
=== Shares === |nterest-bearing securities
=== (Cash and deposits = Other assets

Total assets (right-hand scale)
Source: SARB

The change in non-bank financial institutions’ asset allocation in the first quarter of 2020
reflected a reassessment of risk and return amid heightened uncertainty. The market value of
share portfolios declined notably due to the marked decline in share prices in response to the
expected impact of the COVID-19 pandemic on economic activity and profitability. The holdings
of shares held by these institutions as a percentage of total assets declined by 3.9 percentage
points from the final quarter of 2019 to 50.9% in the first quarter of 2020 — the lowest since the
second quarter of 2010. Unit trusts and insurance companies were severely impacted by the
decline in share prices, as shares accounted for nearly half of their assets.

By contrast, non-bank financial institutions’ exposure to interest bearing securities increased
by 1.8 percentage points from the final quarter of 2019 to 32.9% of total assets in the first
quarter of 2020, despite the sharp decline in bond prices. Holdings of cash and deposits as a
percentage of total assets increased by 1.3 percentage points from the fourth quarter of 2019 to
71% in the first quarter of 2020 and averaged 7% over the past 10 years. Furthermore, holdings
of cash and deposits are likely to be influenced by expected redemptions of investments and
drawdowns by investors following the deterioration in the financial position of households.

The rate of increase in credit extension by non-bank financial institutions decelerated during
the first quarter of 2020, as the granting of loans by vehicle finance companies slowed. Growth
in credit extended by finance companies to households and companies decelerated from an
already low 0.4% in the final quarter of 2019 to 0.3% in the first quarter of 2020 due to concerns
about job losses and low consumer confidence. However, lower interest rates might provide

some support in coming months.
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of unit trusts, the
Public Investment
Corporation, long-
and short-term
insurance companies,
public and private
pension funds,
participation bond
schemes, finance
companies and
non-monetary public
financial corporations.
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31 Unless stated to the
contrary, the year-on-
year rates of increase

in this section compare
fiscal 2019/20 to fiscal
2018/19. Data for both
fiscal years are unaudited
and preliminary.

32 The non-financial
public sector borrowing
requirement is
calculated as the

cash deficit/surplus

of the consolidated
general government as
well as non-financial
public enterprises

and corporations.

33 Local government
data are sourced from
Stats SA. However,

due to the COVID-19
lockdown, no survey data
were received for the final
quarter of fiscal 2019/20,
thus data were estimated
based on the previous
quarter’s survey data.
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Public finance™

Non-financial public sector borrowing requirement®

The preliminary non-financial public sector borrowing requirement of R250 billion in fiscal
2019/20 exceeded the outcome in fiscal 2018/19 by R58.5 billion. This increase came about
as the deficit of consolidated general government® widened significantly on account of a
much larger cash deficit of national government, notwithstanding cash surpluses recorded
by all other spheres of general government. The borrowing requirement of consolidated
general government increased by R95.2 billion year on year to R218 billion in fiscal 2019/20.
By contrast, the borrowing requirement of the non-financial public enterprises and corporations,
also known as state-owned companies (SOCs), more than halved in the period under review.
The non-financial public sector borrowing requirement expressed as a ratio of GDP of 4.8% in

fiscal 2019/20 was higher than the 3.9% in the previous fiscal year.

Non-financial public sector borrowing requirement

R billions

Level of government

Fiscal 2018/19*

Consolidated general goOVErNMENT .........c.covviiiiiiieiie e 123.1 218.3
National GOVEIMMENT..........oiiiiiiiii e 207.5 333.4
Extra-budgetary iNStitutions ........ccovviiiiiiii -17.5 -35.4
Social SECUNitY fUNOS......viiiiiiiiiiie e -14.7 -26.3
Provincial goOvernMENtS........cccooiiiiiiiiiiiiiec e -1.4 -5.0
LOCal GOVEIMMENTS ...t -560.7 -48.4

Non-financial public enterprises and corporations ............cccceevvveeiiiveenns 68.0 31.4

] = LSS TR 1911 249.6
As a percentage of gross domestic ProduCt................ccceevccvcviincans 3.9 4.8

* Deficit + surplus —

** Components may not add up to totals due to rounding off.

Sources: National Treasury, Stats SA and SARB

Non-financial public sector borrowing requirement
R billions Per cent
250 10
mmm  Non-financial public enterprises and corporations
mmm  Consolidated general government
= Percentage of GDP (right-hand scale)
200 8
150 6
100 4
50 2
0 0
2014/15 2017/18 2018/19 2019/20
Fiscal years

Sources: National Treasury, Stats SA and SARB
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The financial activities of the non-financial SOCs in fiscal 2019/20 resulted in a preliminary cash
deficit of R31.4 billion — less than half of the previous fiscal year. Total expenditure® by non-
financial SOCs declined by 3.5% year on year to R497 billion, while cash receipts from operating
activities increased by 4.2% to R466 billion in fiscal 2019/20.

Financial activities of non-financial public enterprises and corporations

R billions
600
Total expenditure*
500 _/A\
\v,
400 = . )
Total operating receipts
300 =
200 =
Net investment in non-financial assets
o -
0 ._._

2014/15 2015/16 2016/17 2017/18 2018/19 2019/20
Fiscal years

* Including both operating cash payments and net investment in non-financial assets
Source: SARB

Net investment in non-financial assets by non-financial SOCs declined further by R6.6 billion
year on year to R81.3 billion in fiscal 2019/20. This decrease could be attributed to reduced
infrastructure spending by some major SOCs, such as Eskom and South African Airways, due
to the constrained financial position of these corporations.

Box 2 South Africa’s fiscal response to COVID-19!

The COVID-19 pandemic plunged the world into both a health and economic crisis at a time when the South
African economy was already struggling. This required government support to uphold economic activity and
livelihoods, while maintaining fiscal sustainability.

Government responded by introducing a national lockdown in South Africa as from 27 March 2020, to
enhance health preparedness. This was followed by the announcement, on 21 April 2020, of a fiscal support
package of revenue and expenditure measures as well as loan guarantees amounting to R500 billion (about
10% of nominal gross domestic product (GDP)) to support households and businesses to recover and resume
economic activity.

The proposed fiscal stimulus package comprised both expenditure reprioritisation and borrowing.
The temporary fiscal measures are intended to support healthcare spending, low-income households,
small- and medium-size businesses and municipal services such as emergency water supply, to assist with
sanitation, public transport and the provision of food and shelter for the homeless. Some of the main tax relief
measures introduced to assist businesses and individuals include:

- a skills development levy holiday;

- fast-tracking of outstanding value-added tax (VAT) refunds;

- adelay in the filing and first payment obligation of carbon tax liabilities;

- adeferral of excise taxes on alcohol and tobacco;

- anincrease in tax compliant businesses’ gross income threshold for automatic tax deferrals
and an increase in the proportion of tax to be deferred; and

- anincrease in tax deductions on donations.

1 For a detailed discussion, see Economic Measures for COVID-19 at http://www.treasury.gov.za/comm_media/press/2020/20200428 _
COVID_Economic_Response_final.pdf
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34 Total expenditure
includes cash payments
for operating activities
and net investment in
non-financial assets.
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Fiscal support

R million
Credit Guarantee Scheme 200 000
Job creation and support for small and medium enterprises and informal business 100 000
Income support (tax deferrals, skills development levy holiday and employment tax
incentive extension) 70 000
Support to vulnerable households for six months 50 000
Wage protection (Unemployment Insurance Fund) 40 000
Health and other frontline services 20 000
Support to municipalities 20 000
Total 500 000

Source: National Treasury

The composition of the funding structure of the fiscal support package is such that the loan guarantee
scheme of R200 billion does not have an immediate fiscal effect,> while R130 billion is sourced from the
reprioritisation of the current budget and R75 billion from drawing down surplus funds of institutions such as
the Unemployment Insurance Fund (UIF). The intention is to obtain the balance from international financial
institutions such as the International Monetary Fund.

Funding

R million
Credit Guarantee Scheme 200 000
Baseline reprioritisation 130 000
Borrowings from multilateral finance institutions and development banks* for business
support, job creation and protection 95 000
Additional transfers and subsidies from social security funds 60 000
Available funds in the Department of Social Development’s 2020/21 appropriation 15 000
Total 500 000

* International Monetary Fund, World Bank and the New Development Bank

Source: National Treasury

The announcement, on 13 May 2020, of further relaxing the lockdown regulations would support the gradual
resumption of economic activity. Government intends to return to the path of fiscal consolidation as soon as
possible, as set out in the 2020 Budget.

2 Technical annexure of Economic Measures for COVID-19, page 2. See http://www.treasury.gov.za/comm_media/
press/2020/20200428_COVID_Economic_Response_final.pdf

Budget comparable analysis of national government finance

National government’s cash book balance amounted to a significantly larger deficit of
R346 billion in fiscal 2019/20, which substantially exceeded the originally budgeted projection.
This was due to less revenue collected together with over expenditure relative to the original
budget. The larger cash book deficit was mostly financed through the issuance of domestic
currency-denominated government bonds, which contributed to the 16.9% year-on-year
increase in gross loan debt to R3 261 billion as at the end of fiscal 2019/20.
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National government finances

Originally Originally
Actual Actual budgeted' budgeted?
Fiscal 2018/19 Fiscal 2019/20 Fiscal 2019/20 Fiscal 2020/21
R Percentage R Percentage R Percentage R Percentage

billions  change® billions change® billions change® billions  change®

Revenue........ccccccve.e. 1272 6.6 1344 5.6 1403 10.3 1398 41
Percentage of GDP... 25.8 26.1 25.9 25.8

Expenditure................ 15605 71 1690 12.3 1659 10.2 1766 4.5
Percentage of GDP... 30.6 32.8 30.6 32.5

Cash book balance*.  -233 -346 -255 -368
Percentage of GDP... -4.7 -6.7 -4.7 -6.8

Primary balance® ....... -51 -142 -53.0 -139
Percentage of GDP... -1.0 -2.8 -1.0 -2.6

Gross loan debt®....... 2790 121 3 261 16.9 3043 9.1 3 562 9.2
Percentage of GDP.. 56.7 63.4 56.2 65.6

1 2019 Budget Review

2 2020 Budget Review

3 Year-on-year percentage change

4 Cash book deficit (-)/surplus (+)

5 Cash book deficit (-)/surplus (+) excluding interest payments

6 As at 31 March for rand values

Sources: National Treasury, Stats SA and SARS

The increase of only 5.6% year on year in total revenue of national government to
R1 344 billion in fiscal 2019/20 resulted in a revenue shortfall of R59.9 billion relative to the
original budget projection. The revenue shortfall could, among other factors, be ascribed to the
impact of weaker than expected domestic economic activity.

National government revenue in fiscal 2019/20°

Originally budgeted Actual
Fiscal 2019/20 Fiscal 2019/20
Revenue source
R billions Pif::gtzge R billions Piﬁ’:r:‘gt;‘?e

Taxes on income, profits and capital gains ......... 820.3 11.0 772.7 4.6
Of which: Income tax on individuals.................. 552.9 12.0 529.2 7.2
Income tax on companies................. 229.6 7.1 215.0 0.3
Payroll taXes ........coovvvvviiiiiiiiiiieeens 18.8 7.6 18.5 6.0
Taxes ON PrOPEMY . ..vvvieeeeieiiiiiieeeeesiiiireeeee e 17.2 12.5 16.0 4.8
Taxes on goods and SEerviCeS .........cccvvvvreriinenn. 504.4 9.6 492.1 6.9
Of which: Value-added tax (VAT) net ................ 360.5 11.0 346.7 6.8
Domestic ... 406.2 7.2 399.3 5.4
IMPOI o 187.4 7.0 179.9 2.7
RefundsS.......covviiiiiiiiicii e -233.2 1.7 -232.5 1.5
General fuel 18VY.......ccoocveeiiiieiiiieans 83.0 10.1 80.2 6.4
Excise duties.........ccccoeiviiciiii, 48.8 1.2 53.4 10.7
Taxes on international trade and transactions..... 61.3 10.0 56.3 1.1
Of which: Import dutieS.........ceeeeeiiiiiiiiieeeiiiinns 60.0 9.1 55.5 0.9
Other revenue® .........coovveiiiiiiieee e 31.8 -3.8 38.3 15.9
Less: SACU® payments ........cccocvvevveiieeivcnnnenn 50.3 4.1 50.3 41
Total reVENUE .....eveveeieeeeeceeeee e 14083.5 10.3 1343.6 5.6

Components may not add up to totals due to rounding off and the exclusion of unclassified items.
Year-on-year percentage change: budgeted on previous year’s actual outcome

Year-on-year percentage change: actual outcome on previous year’s actual outcome

Including non-tax revenue and extraordinary receipts

Southern African Customs Union

g~ wnN =

Sources: National Treasury and SARS
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Total revenue as a ratio of GDP of 26.1% in fiscal 2019/20 was therefore still higher than the
25.8% in the previous fiscal year. Projected total revenue of R1 345 billion in the 2020 Budget
was even R58.7 billion less than the R1 403 billion in the 2019 Budget.

Revenue from taxes on income, profits and capital gains increased by 4.6% year on year to
R773 billion (57.5% of total revenue) in fiscal 2019/20. Within this category, personal income tax
(PIT) increased by only 7.2% year on year to R529 billion, which was less than expected, while
revenue from corporate income tax (CIT) of R215 billion almost matched expectations, and
merely 0.3% higher than a year ago. Together, PIT and CIT contributed R38.3 billion to the under
collection of R47.7 billion in revenue from taxes on income, profits and capital gains.

Revenue from taxes on goods and services which increased by 6.9% year on year to
R492 billion in fiscal 2019/20 was still R12.3 billion less than the R504 billion originally budgeted.
Net value-added tax (VAT) collections of R347 billion was R13.7 billion less than originally
budgeted and reflected subdued household consumption expenditure amid weak consumer
confidence, while VAT refunds increased by 1.5% year on year to R233 billion.

Taxes on international trade and transactions of R56.3 billion in fiscal 2019/20 increased only
marginally by 1.1% from the previous fiscal year. This reflected lower demand for imported
goods which was further impacted by the COVID-19 pandemic on global manufacturing and
trade towards the end of the fiscal year.

Composition of national government tax revenue

Per cent
Fiscal 2018/19 Fiscal 2019/20
\ ﬁ’ .
1.2
EE Personal income tax = Corporate income tax mmm Taxes on property
Value-added tax (net) mmm General fuel levy B Excise duties
mm Import duties mmm Other tax revenue
(including payroll taxes)
Source: SARS

Non-tax revenue which increased significantly by 15.9% year on year to R38.3 billion in fiscal
2019/20 was R6.5 billion more than originally budgeted. This increase could mainly be attributed
to rent on land of R11.8 billion, receipts of R9.0 billion by the National Revenue Fund as well as
interest receipts of R7.6 billion. The R50.3 billion that was earmarked for the Southern African
Customs Union (SACU) in fiscal 2019/20 was fully transferred in four equal instalments.
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Revenue of national government

Percentage change over one year

20

-20 =

2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21

Fiscal years

mmm COriginally budgeted

mmm Actual

* April-May 2020

Sources: National Treasury, SARS and SARB

The 2020 Budget Review projected national government revenue of R1 398 billion for fiscal
2020/21. In the first two months of fiscal 2020/21, total revenue collected contracted by
23.2% year on year to only R131 billion as all tax categories underperformed as a result of the
restrictions on economic activity to curb the spread of the COVID-19 pandemic.

Total expenditure by national government increased notably by 12.3% year on year to
R1 690 billion in fiscal 2019/20. The increase resulted from higher voted expenditure, mostly
due to additional allocations to the state-owned companies (SOCs). Total expenditure exceeded
the original budgeted projection for fiscal 2019/20 in the February 2019 Budget by R31.1 billion.
Expenditure as a ratio of GDP of 32.8% in fiscal 2019/20 was higher than the 30.6% in the
previous fiscal year.

National government expenditure in fiscal 2019/20"

Originally budgeted Actual
Fiscal 2019/20 Fiscal 2019/20
Expenditure item
Percentage Percentage
R billions change? R billions change®
Voted expenditure 882.6 7.7 943.8 15.2
Of which: Transfers and subsidies.................. 615.7 8.8 626.6 10.7
Current payments ........ccccooveviennnnn. 246.8 9.4 241.3 7.0
Payments for capital assets............ 15.4 13.1 1.7 -14.2
Payments for financial assets.......... 4.7 64.2
Statutory amounts®.........ccccvveiiieeiiineens 776.1 13.2 746.0 8.8
Of which: Provincial equitable shares 505.6 7.5 505.6 7.5
Interest on debt .......ccoevviiiiis 202.1 1.2 204.6 12.6
General fuel levy ........coccevvieiinnn. 13.2 5.6 13.2 5.6
Total expenditure.......ccoeeeceeeeeeeeieiieeeee e 1658.7 10.2 1689.8 12.3

Components may not add up to totals due to rounding off and the exclusion of unclassified items.
Year-on-year percentage change: budgeted on previous year’s actual outcome

Year-on-year percentage change: actual outcome on previous year’s actual outcome

Including extraordinary payments

AN =

.. Not available

Source: National Treasury
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Total voted expenditure by national government departments, which comprises transfers and
subsidies, current payments as well as payments for capital and financial assets, increased
significantly by 15.2% year on year to R944 billion (55.9% of total expenditure) in fiscal 2019/20.
The main contributor, transfers and subsidies, increased by 10.7% to R627 billion in the
period under review with the Departments of Social Development, Police, Higher Education
and Training as well as Cooperative Governance and Traditional Affairs accounting for the
largest share. Current payments increased by 7.0% year on year to R241 billion. Significantly
larger payments for financial assets of R64.2 billion included additional transfers in terms of
section 16 of the Public Finance Management Act and section 6 of the Appropriation Act of
20179 to SOCs in financial distress, such as Eskom, South African Airways (SAA), Denel, South
African Express Airways and the South African Broadcasting Corporation (SABC).

Interest paid on national government debt (debt-service costs) which increased by
12.6% to R205 billion in fiscal 2019/20 exceeded the original budget projection by R2.5 billion
and reflected the increase in the stock of debt.

Equitable share transfers to provinces, which is the main source of provincial government
revenue, increased by 7.5% year on year to R506 billion in fiscal 2019/20. An amount of
R13.2 billion was also allocated in three equal instalments to metropolitan municipalities as their
share of the general fuel levy in fiscal 2019/20.

Expenditure by national government

Percentage change over one year

20

15 |~

10

-10 | | | | | |
2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21

Fiscal years

mmm  Originally budgeted

mmm Actual

* Apri-May 2020

Sources: National Treasury, SARS and SARB

The 2020 Budget Review projected national government expenditure of R1 766 billion for fiscal
2020/21. In the first two months of fiscal 2020/21, total expenditure decreased at a year-on-year
rate of 6.8% to R235 billion.

These developments in national government revenue and expenditure caused a cash book
deficit of R346 billion in fiscal 2019/20, which was R113 billion more than in the same period a
year earlier. The cash book deficit exceeded both the original and revised budgeted projections
by R91.0 billion and R8.8 billion respectively, and indicated a constrained fiscal environment.
The 2019 Budget projected a cash book deficit of R255 billion for fiscal 2019/20, which was
revised higher to R338 billion in the 2020 Budget, mainly on account of spending pressures
and anticipated revenue shortfalls. National government’s cash book deficit as a ratio of GDP
increased 1o 6.7% in fiscal 2019/20 from 4.7% a year earlier.
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Cumulative deficit of national government

R billions
400

350 -

300
Actual 2019/20
250
200
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Actual 2020/21

A M J J A S O N
Fiscal years

1 Originally budgeted deficit of R255 billion for fiscal 2019/20, in the 2079 Budget Review
W Revised budget deficit of R324 billion for fiscal 2019/20, in the 2019 MTBPS
Originally budgeted deficit of R368 billion for fiscal 2020/21, in the 2020 Budget Review

Sources: National Treasury, SARS and SARB

The 2020 Budget Review projected a national government cash book deficit of R368 billion for
fiscal 2020/21. In the first two months of fiscal 2020/21, the net outcome of national government
revenue and expenditure resulted in a cash book deficit of R104 billion, which was R22.5 billion

more than a year earlier.

National government’s primary deficit® of R142 billion in fiscal 2019/20 was significantly larger
than the deficit of R51.1 billion in fiscal 2018/19. The primary deficit as a ratio of GDP of 2.8% in
fiscal 2019/20 was much higher than the 1.0% in the previous fiscal year and much higher than

the 2019 Budget projection of R53.0 billion.

National government financing

R billions
Originally
Item or instrument Actual Actual budgeted'
Fiscal 2018/19 Fiscal 2019/20 Fiscal 2019/20

Cash bOOK defiCit .....ccuurereereerierie e 232.9 346.3 255.2
Cash flow defiCit? ........oririirereeereee s 243.6 343.8
Plus: Cost/profit on revaluation of foreign

debt at redemptionS..........coviiiiiii e 0.8 24.3 22.5

Accrual adjustments ........vvvveeiiiiee e -73.1 -28.7
Net borrowing requirement ...........ccccovieiiiiee e 171.3 339.4 277.8
Treasury bills and short-term loans*..........cccccevveviiieciiiee e, 141 36.1 25.0
DOMESLIC DONAS ... 135.6 251.8 185.4
Foreign bonds and 10ans*..........ccceeiiveiiiie e 24.0 491 1.6
Change in available cash balances®.............ccccooeviiiniiiiin. -2.3 2.5 65.8
Total net fiNaNCINGS......coooiee e 171.3 339.4 277.8

2019 Budget Review

The cash flow deficit includes extraordinary receipts and payments, and differs from the cash book deficit.

1
2
3 Cost + profit —

4 Net issuance + net redemption —

5 Increase — decrease +

6 Components may not add up to totals due to rounding off.
.. Not available

Sources: National Treasury and SARB
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36 The net borrowing
requirement is calculated
as the cash flow deficit
after accounting for the
revaluation of foreign
debt at redemption and
accrual adjustments.
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The cash flow deficit of national government increased significantly by R100 billion, from
R244 billion in fiscal 2018/19 to R344 billion in fiscal 2019/20. After accounting for the revaluation
of foreign debt at redemption and accrual adjustments, the net borrowing requirement® almost
doubled from R171 billion in fiscal 2018/19 to R339 billion in fiscal 2019/20.

Box 3 The 2020 Supplementary Budget Review

Government’s initial fiscal and economic response to the COVID-19 pandemic, as indicated in the special
adjustments budget of 24 June 2020, followed an announcement of a R500 billion fiscal economic relief
package, in April. The 2020 Supplementary Budget serves as a bridge to the October 2020 Medium Term
Budget Policy Statement (MTBPS), which will set out proposals to stabilise the overstretched and unsustainable
public finances and accelerate economic growth.

COVID-19 has changed the public spending priorities initially proposed in the 2020 Budget and the special
adjustments revised spending plans for 2020/21, in line with the April fiscal relief package. This was also
necessitated by a significant deterioration in the tax revenue outlook as real economic activity is now expected
to contract by 7.2% in 2020 compared with growth of 0.9% projected in the 2020 Budget Review, due to
the restrictions placed on activity to contain the spread of COVID-19. This is expected to be followed by real
economic growth of 2.6% in 2021 and 1.5% in both 2022 and 2023. Headline consumer price inflation is now.
expected to slow to 3.0% in 2020 compared with 4.5% in the February 2020 Budget Review.

Macroeconomic projections*

2010- 5p19 2020 2021 2022 2023
2018
Percentage
Outcome Revised forecast™*
Real GDP growth ................... 1.9 0.2 -7.2 2.6 1.5 1.5
Consumer price inflation......... 5.8 4.1 3.0 3.9 4.3 4.5

* Calendar years
** Average
** 2020 Supplementary Budget Review

Source: National Treasury

The 2020 Supplementary Budget revised national government revenue lower by 21.4% to R1 099 billion,
from R1 398 billion in the February 2020 Budget, along with an expected tax revenue underperformance of
R304 billion in fiscal 2020/21 compared with the February 2020 Budget estimates. The revenue shortfall
includes COVID-19 tax relief measures of R26 billion. Total revenue as a share of nominal gross domestic
product (GDP) is also projected to decline from 26.2% in fiscal 2019/20 to 22.6% in fiscal 2020/21.

Actual revenue relative to budget forecasts

R billions
200

100 1218 g5

-100

-200

-300

-304.1

-400 | | | | | | | | | | | | | | |
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Fiscal years

Sources: National Treasury and SARS
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The 2020 Supplementary Budget revised national government expenditure higher to R1 809 billion for fiscal
2020/21, from R1 766 billion in the February 2020 Budget. Total expenditure as a share of nominal GDP was
therefore projected to increase from 32.5% in the February Budget to 37.2% for fiscal 2020/21. This reflected
additional support provided to the Landbank, COVID-19-related spending and higher debt-service costs.

Non-interest expenditure was revised to increase by 2.3% to R1 573 billion compared with the estimates
in the February 2020 Budget. This reflects the net outcome of reductions of R101 billion and allocations of
R145 billion for the fiscal response to the COVID-19 pandemic. By economic classification, most of the national
government spending revisions were in the transfers category, with a reduction of R20 billion in transfers to
provinces for the repurposing of the provincial equitable share as well as suspensions in provincial and local
conditional grants. These resources are mainly allocated to provincial health and education interventions as
well as to provide funding for increased social payments to vulnerable households.

National government’s interest payments (debt-service cost) for fiscal 2020/21 was revised higher by
R7.1 billion to R236 billion. Debt-service costs are now the fourth-largest spending category, equalling the
spending on health services. Debt-service cost as a ratio of nominal GDP was revised higher to 4.9% in fiscal
2020/21 compared with 4.2% in the February 2020 Budget. Disconcertingly, the share of debt-service costs,
at about 12% of total spending, is more than double that spent on capital assets.

The government’s primary balance' as a ratio of GDP was projected to widen to a deficit of 9.7% in fiscal
2020/21 compared with a deficit of 2.6% in the February 2020 Budget. The primary deficit is expected to turn
into a primary surplus by fiscal 2023/24. A national government budget deficit as a ratio of GDP of 14.6% is
now expected in fiscal 2020/21 compared with an expected 6.8% in the February 2020 Budget.

National government revenue and expenditure

Percentage of GDP
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Source: National Treasury

International finance institutions are rendering support to developing economies amid the contraction in global
economic activity. Accordingly, the South African government intends to borrow US$7.0 billion from multilateral
finance institutions for its response to the COVID-19 pandemic. This includes a US$1 billion loan from the New
Development Bank. As a member of the International Monetary Fund (IMF), South Africa intends to borrow
US$4.2 billion through the IMF’s rapid financing instrument, which is a low interest emergency facility.

The 2020 Budget Review, which was delivered a few weeks prior to the announcement of a national state of
disaster by the President, projected an increase in the gross loan debt of national government from 65.6% of
GDP in the current fiscal year to 71.6% of GDP by fiscal 2022/23. However, the 2020 Supplementary Budget
Review revised these projections higher to 81.8% and 86.0% respectively.

1 The primary balance (deficit/surplus) is calculated as the difference between revenue and non-interest spending.
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Despite the deterioration in the fiscal metrics, government remains committed to stabilise the public finances
through reforms that will promote trade, investment and job creation.

National government gross loan debt
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The higher net borrowing requirement in fiscal 2019/20 was financed in both the domestic and
foreign financial markets mainly through the net issuances of domestic long-term government
bonds of R252 billion, Treasury bills and short-term loans from the Corporation for Public
Deposits (CPD) of R36.1 billion as well as foreign bonds and loans of R49.1 billion. In addition,
the available cash balances of national government also decreased by R2.5 billion in fiscal

2019/20.
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The net financing of national government’s much larger borrowing requirement led to significant
year-on-year increase of R472 billion in gross loan debt to R3 261 billion as at the end of March
2020. Domestic debt accounted for 79.7% (about R376 billion) of this increase with foreign debt
accounting for the balance. This outcome by far exceeded the original estimates in the February
2019 Budget by R218 billion. At the same time, the gross loan debt-to-GDP ratio of 63.4% as at
31 March 2020 was notably higher than both the 56.7% as at 31 March 2019 and the original
projection of 56.2% in the 2079 Budget Review for fiscal 2019/20.

The 2020 Budget Review projected national government gross loan debt of R3 562 billion for
fiscal 2020/21, which will be a year-on-year increase of 9.2% relative to fiscal 2019/20. As at
31 May 2020, gross loan debt had already surged to R3 391 billion (95.2% of the original total
budgeted amount for fiscal 2020/21).

National government’s domestic debt of R2 874 billion as at 31 March 2020 was R376 billion
more compared with 31 March 2019 and reflected higher net issuance of domestic marketable
debt (bonds and Treasury bills), which rose from R2 469 billion at the end of March 2019 to
R2 835 hillion a year later. Domestic marketable bonds increased from R2 162 billion to
R2 501 billion over this period, notwithstanding the redemption of the Z083 and the R207 bonds
to the combined value of R16.1 billion during September 2019 and January 2020 respectively.
The outstanding stock of Treasury bills rose from R307 billion as at 31 March 2019 to
R333 billion a year later. The average outstanding maturity of domestic marketable bonds
decreased from 185 months as at 31 March 2019 to 176 months a year later.

Domestic debt of national government
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National government’s net issuance of foreign debt, inclusive of exchange rate revaluation
effects of R119 billion, brought the outstanding foreign debt to R387 bilion as at
31 March 2020, some R95.9 billion more than a year earlier. Government’s issuance of two
foreign bonds to the total amount of US$5 billion in September 2019 raised R76.1 billion,
while redemptions amounted to US$1.6 billion or R24.7 billion during March 2020. As a result,
government’s net issuance of foreign debt amounted to R36.5 billion in fiscal 2019/20 compared
with R24.0 billion in the previous fiscal year.
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Foreign currency-denominated debt of national government
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The exchange value of the rand depreciated against the currencies of South Africa’s major
trading partners during fiscal 2019/20, as the fiscal position gradually deteriorated along with
the anticipated negative effects of the COVID-19 pandemic as well as the recent sub-investment
grade sovereign credit rating in March 2020 by Moody’s. National government’s foreign debt
is denominated in US dollar, euro, Japanese yen, British pound and Swedish krona, with the
US dollar accounting for almost 95%. The average outstanding maturity of foreign marketable
bonds increased from 128 months as at 31 March 2019 to 168 months as at 31 March 2020
due to the issuance of a 10 and a 30-year US dollar-denominated bond to the combined value
of US$5 billion in September 2019.
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Abbreviations

Alsi

BER

BIS

BOP
COICOP

COVID-19
CPD
CPI
EMBI+
EPWP
FAO
Fed
FNB
FRA
FX
GDE
GDP
GFC
GVA
IFRS
1P

IMF
IPP
Jibar
JSE
LCR
MPC
MTBPS
NEER
OECD

OPEC

All-Share Price Index PIC
Bureau for Economic Research PIT
Bank for International Settlements PGM
balance of payments QE
classification of individual QES
consumption by purpose
p y purp RAF

coronavirus disease 2019

REER
Corporation for Public Deposits

S&P
consumer price index

Sabor
Emerging Markets Bond Index Plus
Expanded Public Works Programme SACU
Food and Agriculture Organization SARB
United States Federal Reserve SARS
First National Bank SAVI
forward rate agreement SNA
foreign exchange SOC
gross domestic expenditure Stats SA
gross domestic product B
global financial crisis UIF
gross value added uSs
International Financial Reporting Standard VAT
international investment position WGBI

International Monetary Fund
independent power producer
Johannesburg Interbank Average Rate
JSE Limited

liquidity coverage ratio

Monetary Policy Committee

Medium Term Budget Policy Statement
nominal effective exchange rate

Organisation for Economic Co-
operation and Development

Organization of the Petroleum
Exporting Countries
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Public Investment Corporation
personal income tax

platinum group metal
quantitative easing

Quarterly Employment Statistics
Road Accident Fund

real effective exchange rate
Standard & Poor’s

South African Benchmark
Overnight Rate

South African Customs Union
South African Reserve Bank
South African Revenue Service
South African Volatility Index
System of National Accounts
state-owned company
Statistics South Africa
Treasury bill

Unemployment Insurance Fund
United States

value-added tax

World Government Bond Index
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