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CORPORATE CHARTER

VISION

Our vision is to be the center of excellence - a professional and credible institution - working
in the public interest, and supporting the achievement of the national economic development
goals.

MISSION
In support of economic growth and development our mandate is to promote price stability,
efficient payment, systems, effective banking supervision, reserves management and
economic research in order to proactively offer relevant financial and fiscal advice to all our
stakeholders.

VALUES

We value high performance impact in the context of teamwork.
We uphold open communication, diversity and integrity.

We care for each other’s well-being and value excellence.

BANK OF NAMIBIA - QUARTERLY BULLETIN = JUNE 2012




CONTENTS

SUMMARY OF ECONOMIC AND FINANCIAL CONDITIONS
INTERNATIONAL ECONOMIC AND FINANCIAL DEVELOPMENTS
Box Article 1: Oil sanctions on Iran: The impact on crude oil prices

REAL DOMESTIC ECONOMIC AND PRICE DEVELOPMENTS
Real Sectoral Developments
Price developments

MONETARY AND FINANCIAL DEVELOPMENTS
Monetary Aggregates
Money and Capital Market Developments

FISCAL DEVELOPMENTS

Central Government Debt

Domestic Debt

External Debt

Central Government Loan guarantees

FOREIGN TRADE AND PAYMENTS
Current Account

Capital and Financial Account
Exchange rates

International Investment Position
External Debt

PART B

MONETARY POLICY REVIEW
Introduction and Objectives
Monetary Policy Considerations
Monetary Policy Stance
Economic and Inflation Outlook
Conclusion

SPEECHES AND PRESS STATEMENTS
STATISTICAL APPENDIX

Methods and Concepts

Statistical Tables

BANK OF NAMIBIA PUBLICATIONS

LIST OF ABBREVIATIONS
4

10

22

26
26
43

49
49
56

61
61
62
63
64

68
68
76
79
81
83

85
86
86
88
88
89

90
107
107
110
153

155

BANK OF NAMIBIA - QUARTERLY BULLETIN = JUNE 2012



QUARTERLY KEY EVENTS!

Month

Day

Events

Jan

20

Over 12 000 new vehicles were sold in Namibia during 2011, which was 9.7 percent
more than the previous year. Namibians bought more new vehicles in December
2011 than in any December before, this was according to Simonis Storm Securities
(SSS).

24

According to the National Planning Commission (NPC), N$1.7 billion was spent
on projects initiated under the Governments Targeted Intervention Programme for
Employment and Economic Growth (Tipeeg), which created over 7 000 jobs in 2011.

Feb

06

The Bank of Namibia (BON) and the Namibia Competition Commission (NaCC)
signed a Memorandum Of Agreement (MOA) in order to facilitate a competitive
market in the Namibian banking industry.

21

Cargo volumes along all the Walvis Bay corridors have hit a record high of more than
63 000 tons in January 2012, the Walvis Bay Corridor Group (WBCG) announced.
The significant growth in cargo volumes was along the Trans-Kalahari, Trans-Caprivi
and Trans-Kunene corridors.

27

State-owned Epangelo Mining Company reported that it has acquired 17 Exploration
Prospecting Licences (EPLs) for mining minerals such as base metals and coal from
the Ministry of Mines and Energy since its launch in 2009.

29

The Namibia Poultry Industries (NPI) announced that it was gearing itself to supply
the entire Namibian market by the end of May. The abattoir should be fully operational
in April and the first birds for slaughter was expected on April 18.

Mar

15

The construction of a N$130.0 million dust disposal site at Namibia Custom Smelters
(NCS) in Tsumeb is nearing completion, its vice-president revealed.

19

Beluga fishing, a 100.0 percent Namibian owned fishing company, has made a N$50
million investment in Tunacor Fisheries Limited and has acquired a 26.0 percent
equity stake in the fishing consortium, its Executive Chairman announced.

20

China Guangdong Nuclear Power Corp (CGNPC) grew its stake in the Husab
uranium project to nearly 80.0 percent after Rio Tinto’'s Rossing Uranium sold its
14.2 percent interest in Extract Resources to the state-owned company.

20

Ohorongo Cement announced that the company delivered the first of a thousand
loads of bulk cement to the south of Angola.

27

Statistics by the Namibia Financial Institution Supervisory Authority (Namfisa)
showed that investment funds under management in Namibia dropped to N$85.6
billion in the third quarter of 2011, which was lower than the previous two quarters,
although 2.0 percent higher than the third quarter of 2010.

30

Namdeb will invest N$280 million to build a new mine at Sendelingsdrift on the
Orange river. The mine, which will employ about 200 people, should run at full
capacity towards the end of 2013.

Source: The Namibian, New Era and Die Republikein

1 The quarterly key events are based on media reports and are selected based on their economic relevance.
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NAMIBIA ECONOMIC INDICATORS

Population (million)

Gini coefficient
GDP current prices (N$ million)
GDP constant 2004 prices (N$ million)

% change in annual growth

Namibia Dollar per US Dollar (period average)

Annual inflation rate

Government budget balance as % of GDP**

2.1
0.60
72 945
51038

3.4
8.2520
10.3
2.0

2.1
0.58
75678
50 816

-0.4
8.4371
8.8
-1.1

2.2
0.58
81509
54170

6.6
7.3303
4.5
-5.2

2.2
0.58
90 835
56 441

4.9
7.2531
5.1
-11.2

2.2
0.58
99 004
58 582

4.2
N/A
N/A
-4.6

Vehicle sales (number)
Inflation rate (quarterly average)
Non-performing loans (N$ 000)

NFA (quarterly growth rate)

Domestic credit (quarterly growth rate)

Private sector credit (quarterly growth rate)
Individual credit (quarterly growth rate)
Business borrowing (quarterly growth rate)

Repo rate

Prime lending rate

Average lending rate

Average deposit rate

Average 91 T-Bill rate

Average 365 T-Bill rate

Total Government debt (N$ million)
Domestic borrowing (N$ million)
External borrowing (N$ million)

Total debt as % of GDP

Total Government guarantees (N$ million)

Total Government guarantees as % of GDP

Merchandise trade balance (N$ million)
Current account balance (N$ million)
Capital and financial account (N$ million)
Overall balance (N$ million)

International reserves (N$ million)

Imports cover (weeks)

2986 2808 3031 3584 3645
3.5 5.1 5.2 6.4 7.0

733 591 717 097 665 166 641 186 649 353
-1.7 0.7 4.7 18.7 -15.1

3.5 -2.9 8.2 -0.5 5.7

1.2 3.7 11 3.4 3.8

2.1 2.3 2.3 5.1 2.1

-0.2 6.2 -0.9 0.7 6.7

6.0 6.0 6.0 6.0 6.0
9.75 9.75 9.75 9.75 9.75
8.77 8.74 8.79 8.80 8.62
4.33 4.29 4.32 4.22 4.36
5.74 5.96 5.74 5.86 5.92
6.31 6.49 5.86 5.97 6.18
13876.7 | 15769.4 | 18287.8 | 23946.8 | 24727.4
10639.6 | 12574.1 | 143815 | 16029.4 | 17 244.7
3237.1 3188.7 3906.3 7917.4 7 482.7
17.0 17.7 20.5 26.8 25.0
2012.7 2004.6 1870.2 2571.8 1730.3
2.5 2.2 2.1 2.9 1.9

-2 417 -857 -2212 -3414 -3 750
-1 980 507 -885 797 -1321
-1284 1446 82 2045 110
-1 019 1596 -178 3764 -2 532
1019 -1 596 178 -3 764 2532
10.83 13.53 12.60 14.05 11.98

N/A=Data not available or period not complete.

*Figures for 2011 are estimated annual indicators except for annual inflation and exchange rate which are actual.

**This is financial year data.

»
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International Economic Indicators: Selected Economies

2.3 1.8 1.1 1.3 1.8 35 3.7 3.6 2.9
3.3 3.4 3.1 3.4 4.1 4.5 4.4 5.0 3.7
11 1.5 1.7 2.0 25 2.7 2.6 3.0 2.7
-1.2 -0.9 -0.8 0.1 0.0 0.3 0.2 -0.2 0.1
4.9 5.1 4.6 5.6 6.0 6.6 7.1 7.0 6.2
7.2 5.9 6.2 8.1 9.5 9.5 8.1 7.1 4.5
155 | 136 | 103 9.2 9.1 8.9 8.7 9.6 8.0
2.2 2.9 35 4.7 5.1 5.7 6.4 4.7 3.6
5.7 4.5 35 35 3.8 4.3 5.2 5.9 6.2
0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5
1.0 1.0 1.0 1.0 1.0 1.3 1.5 1.0 1.0
0.1 0.1 0.1 0.1 0.0 0.1 0.0 0.0 0.0
8.8 9.9 108 | 10.8 | 11.8 | 12.3 | 12.0 | 11.0 9.8
8.5 7.8 7.8 7.8 8.0 8.3 8.3 8.0 8.0
3.3 3.8 5.0 5.3 5.8 7.5 7.3 7.5 8.5
5.3 5.3 5.3 5.6 6.0 6.3 6.6 6.6 6.6
6.8 6.5 6.3 5.8 55 55 55 55 55
2.2 3.3 35 3.1 2.2 1.6 15 1.6 2.0
1.2 2.5 2.9 1.8 1.6 0.3 0.3 0.4 -0.1
1.0 2.2 2.2 2.2 2.4 1.6 1.3 0.7 -0.1
4.9 4.4 55 3.1 -0.2 -1.8 -0.5 -0.6 2.8
9.3 8.8 6.9 5.3 4.2 3.3 2.1 1.4 0.8
3.8 4.9 3.8 4.9 4.0 3.4 5.0 4.8 4.9
9.4 8.5 7.6 8.2 9.2 8.0 6.7 6.1 5.3
119 | 10.3 9.6 9.8 9.7 9.5 9.1 8.9 8.1
2.2 3.2 3.1 3.0 3.4 3.3 3.0 2.9 2.1
9.7 9.7 9.6 9.6 8.9 9.1 9.1 8.7 8.4
7.9 7.8 7.7 7.9 7.8 7.9 7.9 8.3 8.4
99| 10.0 | 10.1 | 10.0 9.9 99| 10.1 | 10.3 | 10.6
8.8 7.4 6.4 6.9 7.4 6.9 6.2 6.1 6.5
4.9 5.2 5.1 5.0 4.7 4.6 4.4 4.4 4.5
Sources: Trading economics for inflation, monetary policy and unemployment rates. Real GDP data were obtained from Bloomberg.
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SUMMARY OF ECONOMIC AND FINANCIAL CONDITIONS

During the first quarter of 2012, the performance of the global economy remained fragile. This was despite
the improvement in the real GDP growth for the US and Japan. Economic activities in the Euro Area
and the UK, however, contracted over the same period. The slight improvement in growth in the US was
attributed to increased consumption expenditure, while the rebound in the Japanese economy was largely
attributable to a low base effect, which resulted from the adverse impact of the tsunami. On the other
hand, the contraction in the Euro Area’s economy was ascribed to the sovereign debt crisis combined with
subdued performance of the manufacturing sector. Likewise, real GDP growth for the UK contracted due
to a decline in economic activities in the construction and manufacturing sectors.

Economic activities in emerging market economies also moderated against the backdrop of restrained
growth in the advanced economies. In this respect, growth in China, India, Brazil and South Africa slowed.
However, real GDP growth improved slightly in Russia during the first quarter of 2012, bolstered by an
increase in government expenditure. Commodity prices for copper, zinc and gold increased in the quarter
under review on the back of demand from China and India. Going forward, projections by the United
Nations Department of Economic and Social Affairs and the World Bank indicate that global growth will
slow during 2012. According to the United Nations, the key downside risks remain, among others the
deleveraging by households and businesses, high unemployment in advanced economies, financial
fragility and the sovereign debt crisis in the Euro Area.

The continuously fragile global economic recovery was reflected in the weak performance of the domestic
economy during the first quarter of 2012, compared to the preceding quarter. Within the primary industry,
the agricultural sector’s performance was frail over the quarter, as both the number of cattle marketed
and milk production declined. The mining sector, however, displayed a mixed performance, whereby, the
production of diamonds and zinc concentrate declined both on a quarterly and yearly basis, while those
of uranium and gold increased. Likewise, the secondary industry displayed lacklustre performance over
the same period. This was mostly reflected in the lower production of blister copper, beer and soft drinks.
Within the construction sector, the value of buildings completed also declined during the quarter under
review. Similarly, the tertiary industry portrayed poor performance, as mirrored in wholesale and retail
trade and tourism sectors as well as the water transport sub-sector. With regards to inflation, the average
annual inflation rose to 7.0 percent during the first quarter of 2012, higher than the 6.4 percent in the
previous quarter. The surge in annual inflation was mostly attributed to higher inflation rates for food and
non-alcoholic beverages and transport.

On the monetary developments, growth in credit aggregates were characterised by slower growth in
money supply, driven mainly by a contraction in net foreign assets, while credit extended to the private
sector rose in real terms at the end of the of the first quarter of 2012. On the fiscal sector side, the Central
Government outstanding debt increased both on a quarterly and annual basis at the end of the fourth
quarter of 2011/12. Notwithstanding a slight improvement in the global economic performance during
the first quarter of 2012, the overall balance of payments, nevertheless recorded a deficit from a surplus
during the preceding quarter. Owing to this deficit was mainly a substantial deficit in the current account,
from a surplus in the previous quarter as well as a reduced surplus in the capital and financial account
over the same period. The Namibia Dollar appreciated against its major trading currencies during the first

8
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quarter of 2012. The sluggish economic performance, especially in the advanced economies, coupled
with the European debt crisis, negatively affected the foreign currencies. The surplus in the international
investment position (IIP) was maintained during the first quarter, although slightly lower than the net asset
position registered for the preceding quarter.

Overall, the domestic economy continued to grow at a slow pace during the first quarter of 2012 in line
with global economic developments. The growth will continue to be affected by depressed global demand
resultant from high unemployment rates, the European debt crisis and inflationary pressures emanating
from rising international food and crude oil prices.
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INTERNATIONAL ECONOMIC AND FINANCIAL
DEVELOPMENTS

Notwithstanding improvements in real GDP growth rates for the US and Japan, the global economy re-
mained fragile during the first quarter of 2012. The slight recovery in the US was mainly due to an improve-
ment in consumer spending while the unemployment rate also receded marginally. Economic growth in
Japan? also improved due to the impact of macroeconomic policies to resuscitate the economy after the
earthquake of March 2011. In contrast, the Euro Area did not register any growth because of the impact of
the sovereign debt crisis and weak performance by the manufacturing sector. The UK economy contracted
as activities in the construction sector decreased. Equally, economic activities in the manufacturing sector
declined during the first quarter of 2012.

Economic activities in emerging market economies also moderated during the first quarter of 2012. In this
respect, growth in China, India, and South Africa moderated. The only emerging market economy whose
real GDP growth improved slightly in the first quarter of 2012 was Russia. Commodity prices, especially
those of export interest to Namibia such as copper, zinc and gold increased in the quarter under review
underpinned by demand from China and India. Nonetheless, the price of uranium remained almost steady.

Table 1.1: Annualised quarterly real GDP growth for selected economies

USA 2.2 3.3 3.5 3.1 2.2 1.6 15 1.6 2.0
UK 1.2 25 2.9 1.8 1.6 0.3 0.3 0.4 -0.1
Euro Area 1.0 2.2 2.2 2.2 2.4 1.6 1.3 0.7 -0.1
Japan 4.9 4.4 5.5 3.1 -0.2 -1.8 -0.5 -0.6 2.8
eres
Brazil 9.3 8.8 6.9 5.3 4.2 3.3 2.1 1.4 0.8
Russia 3.8 4.9 3.8 4.9 4.0 3.4 5.0 4.8 4.9
India 9.4 8.5 7.6 8.2 9.2 8.0 6.7 6.1 5.3
China 11.9 10.3 9.6 9.8 9.7 9.5 9.1 8.9 8.1
South Africa 2.2 3.2 3.1 3.0 34 3.3 3.0 2.9 2.1

Source: Bloomberg

8 The improvement in Japan’s growth was from a low base, following the contraction of economic activities in light of the earthquake and tsunami last
year.

10
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Advanced Economies

According to the US Bureau of Economic Analysis, real GDP growth in the US increased to 2.0 percent
during the first quarter of 2012 from 1.6 percent in the preceding quarter (Table 1.1). The observed growth
rate was underpinned by positive contributions from personal consumption expenditure. However, fiscal
challenges remain a threat to growth in the US. Unemployment receded marginally to 8.4 percent in the
first quarter of 2012 from 8.7 percent in the preceding quarter as a result of more jobs created in the retalil
sector. Average inflation slowed to 2.9 percent in the first quarter compared to 3.6 percent in the preceding
quarter on account of slow increases in the price of fuel.

Real GDP growth in the UK contracted to 0.1 percent in the first three months of 2012 from 0.4 percent
in the fourth quarter of 2011. This was mainly on account of a contraction in the construction sector. Also,
activities in the manufacturing sector decreased while the services sector grew only slightly. Furthermore,
the restrained performance of the agricultural and mining sectors also contributed to a contraction in real
GDP growth for the UK in the quarter under review. With respect to unemployment, the average unem-
ployment rate increased slightly to 8.4 percent in the first quarter of 2012 from 8.3 percent in the previous
quarter, underpinned by subdued economic activities. Inflation declined to 3.7 percent during the quarter
under review from 5.0 percent in the preceding quarter on account of lacklustre demand for goods and
services.

In the Euro Area, real GDP growth contracted to 0.1 percent in the first quarter of 2012 from 0.7 percent
in the fourth quarter of 2011. This was largely attributed to weak manufacturing activities and sluggish
household expenditure that was adversely affected by the high level of unemployment. This was further
exacerbated by the unfavourable effects of developments in a number of Euro Area sovereign debt mar-
kets on overall financing conditions for business ventures. Economic growth in economies such as Italy,
Greece, Portugal, Spain, the Czech Republic, and the Netherlands were weak. The unemployment rate
increased to 10.6 percent in the quarter under review from 10.3 percent in the preceding quarter, given
a tight fiscal policy situation and sluggish private sector activities. According to the European Statistical
Office, recent business surveys revealed that economic activities were at the most depressed levels since
mid 2009, suggesting persisting expected weaknesses in the second quarter of 2012. In this regard, the
European Commission forecast that the Eurozone economy will contract by 0.3 percent in 2012, before
expanding modestly by 1.0 percent in 2013. Inflation slowed to 2.7 percent in the first quarter of 2012 from
3.0 percent in the preceding quarter due to lacklustre consumer demand.

Real GDP growth for the Japanese economy recovered to 2.8 percent in the first quarter of 2012 com-
pared to a contraction of 0.6 percent in the preceding quarter, exhibiting some signs of recovery from the
devastating earthquake and tsunami of last year. Growth in Japan was underpinned by domestic demand,
given the economic slowdown in China, one of its key trading partners. The unemployment rate, however,
rose marginally to 4.5 percent in the first three months of 2012 from 4.4 percent in the fourth quarter of
2011 due to restrained performance of the manufacturing sector. Inflation increased to 0.1 percent in the
first quarter from deflation of 0.2 percent in the preceding quarter as a result of rising fuel and electricity
prices.

Emerging Market Economies

Economic growth in most of the selected emerging market economies slowed during the fourth quarter of
2011. In this respect, real GDP growth for India moderated to 5.3 percent during the first quarter of 2012
from 6.1 percent in the previous quarter. The slowdown was attributed to weak investment performance
on account of the relatively high interest rates. Inflation in India slowed to 8.0 percent in the first quarter of
2012 from 9.6 percent in the previous quarter because of a decline in the prices of manufactured goods,
such as information technology equipment and food items.

On the contrary, Russia’s real GDP growth increased mildly to 4.9 percent in the first quarter of 2012 from
4.8 percent in the previous quarter due to an increase in government spending, which, bolstered domestic
consumption. The unemployment rate increased to 6.5 percent in the first quarter of 2012 from 6.1 percent
in the previous quarter. Inflation slowed to 4.5 percent in the quarter under review from 7.1 percent in the
preceding quarter. The lower inflation rate was due to the net outflow of capital to the tune of US$42 hillion
in the first quarter of 2012, which resulted in a decline in demand for goods and services. This is equivalent
to half of the US$84.0 billion recorded in the whole of 2011. During the quarter under review, capital out-
flow from Russia was triggered by transfers of funds by foreign banks to their holding companies in other
countries due to risk aversion. Analysts argued that such risk aversion, was caused by structural economic
reforms to modernise the economy and increase efficiency as promised by the incoming President.

11
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In contrast, real GDP growth in China slowed to 8.1 percent during the first quarter of 2012 compared
to 8.9 percent during the fourth quarter of 2011, the slowest growth since the second quarter of 2009.
The slowdown was on account of weaker external demand, mainly from the Euro Area. Inflation in China
slowed to 3.6 percent in the first quarter of 2012 from 4.7 percent in the preceding quarter due to slow real
GDP growth, which resulted in decreased demand.

Brazil’s real GDP growth slowed to 0.8 percent during the first quarter of 2012 from 1.4 percent in the pre-
vious quarter. The key factor which contributed to the slowdown was sluggish growth in the manufacturing
sector which declined by 2.5 percent. This was in part adversely affected by a strong local currency, which
impacted on the competitiveness of Brazilian exports. During the first quarter of 2012, inflation in Brazil
decelerated to 6.2 percent from 7.0 percent in fourth quarter of 2011 as a result of a decline in the prices
for household goods, clothing and telecommunications services.

During the first quarter of 2012, real GDP growth for South Africa moderated to 2.1 percent from 2.9
percent in the preceding quarter. The weakness mainly emanated from a contraction in mining production,
which was caused by the prolonged strike in the platinum mining industry. Nonetheless, performance of
other sectors was better. In this context, both the agricultural and manufacturing sectors improved. Simi-
larly, performance of the services sector remained relatively resilient.

Average inflation for South Africa as measured by the consumer prices index (CPI) rose to 6.2 percent
in the first quarter of 2012 compared to 5.9 percent in the final quarter of 2011, driven by external factors
such as increased international crude oil prices. In contrast, South Africa producers’ inflation as measured
by the Producers’ Price Index (PPI)® slowed to an average of 8.1 percent in the first quarter of 2012, from
10.2 percent in the final quarter of 2011. The main categories that caused the slowdown in the PPl were
mining and quarrying, petroleum and coal.

South Africa’s quarterly unemployment rate rose to 25.2 percent during the first quarter of 2012, com-
pared to 23.9 percent in the preceding quarter. In absolute terms, unemployment increased by 282 000
persons between the fourth quarter of 2011 and the first quarter of 2012. On a net basis, the South African
economy lost 75,000 jobs in the first quarter of 2012. The key sectors, which contributed to the decline
in employment, were: construction and manufacturing with decreases of 6.7 percent and 3.7 percent,
respectively. The demand for new construction work remained relatively weak and was still a constraint
on the industry and therefore, employment creation in the sector weakened. Moreover, jobs losses in the
manufacturing sector reflected weak global demand conditions, mainly from Europe, which discouraged
South African businesses from expanding their productive capacity and employment creation. Apart from
the decline in employment in the manufacturing and construction sector, the rate of unemployment in
South Africa normally increases in the first quarter of each year, because of seasonal factors.

Monetary Policy Stance

Similar to the fourth quarter of 2011, most central banks continued to pursue an accommodative monetary
policy stance in the first quarter of 2012. Amongst the advanced economies, the US Federal Reserve
maintained its policy rate within a range of 0-0.25 percent at its meetings held in April 2012. The deci-
sions of the Federal Open Market Committee (FOMC) were underpinned by the modest pace of economic
growth. According to the FOMC, growth in the US is expected to remain moderate and therefore, the com-
mittee intends to adhere to a goal of keeping borrowing costs low until 2014 (Table 1.2).

£l The PPI measures price change from the perspective of the producers.

12
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Table 1.2 Selected Economies Latest Monetary Policy Rates

Fed Fund rate

Call rate

Short term
interest rate

Overnight rate 1.00 0.00 June 2.0 -1.0
Refinance rate 1.00 0.00 June 2.6 -1.6
Bank rate 0.50 0.00 May 3.0 -2.5

Refinancing rate 8.00 0.00 April 3.6 4.4
Repo rate 8.00 -0.50. May 7.2 0.8
Lending rate 6.31 -0.25 June 3.6 2.7
Repo rate 5.50 0.00 May 6.1 -0.6

Source: Respective Central /Reserve Banks

The Bank of Japan (BoJ) also decided to keep its policy rate unchanged in the range of 0-0.1 percent dur-
ing its meetings held in the first quarter of 2012 as well as in May 2012. According to the BoJ, economic
activities were subdued, mainly due to the effects of a slowdown in the global economy. In this regard,
the BoJ pursued policy efforts to stimulate economic activities through unconventional tools of monetary
policy during the quarter under review. Such measures included the expansion of the asset purchase
programme by ¥5 trillion to ¥70 trillion. The policy board of the BoJ also raised its government bond pur-
chases by about ¥10 trillion.

In the same vein, the European Central Bank kept its refinancing rate unchanged at 1.00 percent during
the first quarter of 2012. The decision to retain the policy rate was underpinned by sluggish economic
activities and uncertainty in the Euro Area’s economy. Also tension in the sovereign debt markets and
their impact on credit conditions influenced the ECB’s monetary policy stance. According to the Govern-
ing Council of the European Central Bank, these factors are expected to continue dampening the pace
of underlying growth in the Euro Area. Although the Council expects the Euro Area’s economy to recover,
this process is likely to be gradual in the course of the year, supported by sluggish foreign demand, a low
interest rate environment and measures to foster the proper functioning of the economy.

The Bank of England’s monetary policy committee (MPC) also retained the bank rate at 0.50 percent dur-
ing the first quarter of 2012. Expectations of weak growth prospects in the UK and the Euro Area prompted
the Bank of England to keep the bank rate unchanged. In addition to retaining the bank rate at the same
level, the MPC increased the size of the asset purchase programme* by £50 billion to £325 billion during
the quarter under review. According to the MPC, the decisions to retain the bank rate and to increase the
APF were consistent with the Bank of England’s inflation target of 2.0 percent.

In the emerging markets economies, the Bank of Brazil reduced its policy rate by 75 basis points to 9.75
percent during the first quarter of 2012. The decision was underpinned by a strained global economic
environment. Furthermore, the Bank of Brazil cut its policy rate by another 75 basis points in May 2012 to
9.00 percent to further stimulate economic activities. More recently (i.e. in May 2012) the Monetary Policy
Committee of the Bank of Bank of Brazil once more reduced the policy rate by 50.0 basis points to 8.50
percent in a bid to shield the recovering economy from the deteriorating global outlook.

During the first quarter of 2012, the Repo rate of the Reserve Bank of India (RBI) remained unchanged at
8.50 percent to contain inflationary pressures. Nonetheless, given subdued economic activities, the MPC
decided to reduce the Repo rate by 50 basis points to 8.00 percent during May 2012. In addition, the RBI

& In the context of monetary policy, the Asset Purchase Facility (APF) is used as an additional tool by the MPC to achieve its objectives. Usually, when
the APF is used for monetary policy purposes, purchases of assets are financed by the Bank of England through creating money.
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reduced reserve requirements by 0.75 percentage points to 4.0 percent to facilitate lending of 480 billion
rupees (US$9.5 hillion) by commercial bank to various sectors of the economy in May 2012.

Similarly, the People’s Bank of China’s Monetary Policy Committee reduced its policy rate by 25 basis
points to 6.31 percent in June 2012 to support economic growth and boost business and consumer confi-
dence. Moreover, Chinese authorities have adopted other policy measures to enhance liquidity in the first
quarter of 2012. In this regard, the People’s Bank of China’s lowered its reserve requirement’s for larger
banks by 25 basis points each in January and May 2012 to 20.0 percent to revitalize bank lending. This
policy action was expected to effectively inject, an estimated CN¥350 billion to CN¥400 billion (US$56
billion to US$64 billion) into the economy.

Equally, the South African Reserve Bank’s Monetary Policy Committee (MPC) retained the repo rate at
5.50 percent during its March and May 2012 meetings. The main factors, which formed the basis of the
SARB'’s decision, were threats to the global economy posed by the European sovereign debt crisis, specu-
lation about a possible Greece’s exit from the Eurozone, which has surprised financial markets through
contagion effects and weak domestic economic growth. According to the MPC, greater uncertainty in Eu-
rope and associated global financial market instability has impacted on the perceived risks to the outlook
for both domestic inflation and growth. The Monetary Policy Committee was therefore, of the view that
these developments pose a downside risk to the hesitant domestic growth prospects. In this respect, the
MPC contended that the balance of risks to the inflation outlook is less clear. While the inflation forecast
appears to be more favourable, there are renewed upside risks from a possible further weakening of the
exchange rate. On balance, the Committee judged these risks to the inflation outlook to be somewhat on
the upside. Accordingly, the MPC decided that due to a highly volatile and uncertain environment, it was
proper to maintain the accommodative monetary policy stance.

Capital and Financial markets

The performance of global financial markets was resilient during the first quarter of 2012, with some of
the major markets posting double-digit returns. The performance of the U.S. market, as measured by the
Dow Jones Industrial average grew by 7.14 percent compared to 4.47 percent in the preceding quarter.
The strong performance was underpinned by gains in employment and consumer confidence data, which
suggested that economic growth would remain positive. Moreover, the accommodative monetary policy
stance of the Federal Reserve Bank helped stimulate positive market sentiments in US equity markets.
European equity markets also performed relatively well, with the DAX for Germany posting a growth of
11.75 percent in the quarter under review (Chart 1.1). This was largely due to efforts by European policy-
makers to strengthen the region’s finances, which helped encourage risk-taking among investors during
the first quarter of 2012. These efforts stimulated investors’ optimism and caused an increase in share
demand prompting an increase in stock prices, particularly in Germany.

Similarly, the UK’s FTSE100 also increased by 4.21 percent. In general, the UK market was influenced by
positive global developments, particularly in the US. The performance of the Nikkei for Japan was robust,
registering a growth of 10.55 percent in the first quarter of 2012 from a contraction of 5.86 percent in the
previous quarter. This represents the best performance for the Nikkei in 20 years. Improving corporate
earnings and the Bank of Japan’s expansion of its asset purchase program, which served to weaken the
Yen and deal with deflation, positively influenced investors’ decisions and risk-taking profile.

Emerging markets also performed well in the quarter under review. In this context, the Hang Seng re-
corded a double digit growth of 11.26 percent in the first quarter of 2012, compared to a contraction of 2.01
percent in the preceding quarter. This was largely due to good economic performance in Hong Kong. The
growth in the All Share Index of the Johannesburg Stock Exchange slowed to 4.63 percent in the quarter
under review from 5.72 percent.
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Chart 1.1: Stock price indices: average quarterly growth rates
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Purchasing managers’ index (PMI)®

The PMils for some of the advanced economies increased during the first quarter of 2012. In this context,
Japan’s PMI rose to 58.8 in the first quarter of 2012 from 50.0 in the final quarter of 2011 due to growth
in domestic investment to rebuild the country, following the impact of the earth-quake of 2011 (Chart 1.2).
Equally, PMIs for the US and the UK exhibited an upward trend in the first quarter 2012 and registered
levels of 53.3 and UK 51.7, respectively. These levels were above the benchmark level of 50.0. The per-
formance of the manufacturing sectors in the US and UK were underpinned by increases in new orders
from various industries such as non-metallic mineral products, plastics and rubber products, primary met-
als, wood products, printing and related support activities, and transportation equipment, amongst others.
Although the Euro Area’s PMI improved marginally to 48.5 during the first quarter of 2012, it remained be-
low the threshold level of 50.0. Domestic demand in the Euro Area remains under pressure as consumer
spending is limited by tighter government austerity measures and higher rates of unemployment.

On the emerging markets front, the PMI for South Africa was 55.4 in the first quarter of 2012 from 50.5 in
the preceding quarter. The key factor, which contributed to the increase in South Africa’s PMI was robust
production in steel and petroleum products. Equally, the PMI for Brazil rose to 51.0 during the first quarter
of 2012 from 48.1 in the preceding quarter due to improvement in the demand for goods produced in that
economy. On the contrary, China’s PMI declined marginally to 48.9 during the first quarter of 2012 from
49.4 in the previous quarter. The decline was mainly ascribed to export orders, which performed poorly
due to weak demand from the Euro Area.

5 PMl is an indicator of the health of the manufacturing sector. The PMI Index is based on five major indicators namely: new orders, inventory levels,
production, supplier deliveries and the employment environment. A PMI of more than 50 represents expansion of the manufacturing sector. A reading
under 50 represents a contraction, while a reading at 50 indicates no change.
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Chart 1.2: Purchasing Managers’ Index
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Composite Leading Indicators (CLI)

The quarterly performances of the CLlIs for the advanced economies were mixed during the first quarter of
2012. In this respect, the CLIs for Japan and the UK rose to 0.5 percent and 0.2 percent from 0.1 percent
and a contraction of 0.8 percent in the previous quarter, respectively. The CLlIs for the US and the Euro
Area descended by 0.2 percent and 0.1 percent in the first quarter of 2012, respectively (Chart 1.3), which
provide evidence of sluggish economic activities in these economies. On the contrary, the performance
of the CLlIs for emerging markets and developing economies were positive in the first quarter of 2012. In
this respect, the CLIs for India and Brazil increased by 0.5 percent and 0.7 percent, respectively, pointing
to a positive, though slowed rate of growth in these economies. Similarly, the CLI for China also rose by
0.5 percent in the first quarter of 2012, signaling positive economic activities. South Africa was the only
emerging market economy whose CLI contracted, recording a contraction of 0.7 percent during the quar-
ter under review. The decline in the CLI for South Africa could be a signal for further slowdown in real GDP
growth for the country during the second quarter of 2012

Chart 1.3: Composite Leading Indicator of selected economies
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International commodity indices for metals and energy®

During the quarter under review, the commodity price index for metals increased by 5.1 percent (Chart
1.4). This was due to supply constraints in the market, especially for copper and zinc. On the contrary, the
energy price index decreased by 7.3 percent during the same period as a result of weakening prices for
natural gas in the US, which dropped by 14.1 percent in the first quarter of 2012. Mild weather and flour-
ishing stocks have contributed to the current weakness, but the overall low price level is primarily a result
of the large growth in US gas production in the first quarter of 2012.

Chart 1.4: Metal and Energy indices
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Crude oil prices

During the first quarter of 2012, the international price of crude oil increased by 9.0 percent supported
by supply anomalies in the North Sea and East Africa, improved demand from the US and China, as well
as persistent geopolitical factors, which were further amplified by speculative activities. As a result, the
average international price of crude oil increased to US$112.5 per barrel during the first quarter of 2012
from US$103.2 in the previous quarter (Chart 1.5). According to estimates by the U.S. Energy Information
Administration (EIA), global spare capacity’ for crude oil production averaged about 2.4 million barrels per
day during the first quarter of 2012, which is a decline of 1.3 million barrels per day compared to the same
period in 2011. The world’s spare crude oil production capacity is mostly held by member countries of the
Organization of the Petroleum Exporting Countries (OPEC). Usually, spare capacity serves as a buffer
against crude oil price volatility and gives OPEC additional political and economic influence in the world
markets. Currently, there is little or no spare capacity outside of the OPEC member countries. The EIA
estimates that the spare production capacity for crude oil production is at the lowest level since the fourth
quarter of 2008. In general, low spare oil production capacity tends to be associated with high oil and
volatile oil prices. Similarly, rising spare capacity tends to be associated with falling oil prices and reduced
volatility. However, spare capacity must also be considered in the context of a number of other market
factors that can drive crude oil prices, such as global supply, demand, and inventory levels.

Looking ahead, the EIA expects that global oil markets will continue to remain restrained in 2012, although
markets have eased somewhat since mid-March 2012. The EIA contends that year-on-year, supply growth
in 2012 should significantly exceed the projected 1.0 million barrel per day growth in consumption and
expects global commercial stocks to build up following the significant decline during 2011. The projected
oil market conditions reflect the impacts of sanctions against Iran by the European Union and the US.
However, a series of ongoing meetings between Iran and the “world powers” (P5+1)8 that were described
as “positive” had eased the pressure in May 2012 on the price of Crude Oil to a level US$104.5 per barrel
as confidence is building up and mutual agreement is expected to be reached.

G The detailed trends analysis for each commodity is provided under the sub-section on individual prices (i.e. food prices, copper and zinc prices as
well as uranium and gold prices).

7 The Energy Information Administration of the US defines spare crude oil production capacity as potential oil production that could be brought online
within 30 days and sustained for at least 90 days.

e This refers to major advanced economies such as Russia, China, Britain, France, the US and Germany
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Chart 1.5: Qil prices - Average of UK Brent, Dubai & West Texas Intermediate

(WTI)

120.0+

110.0

100.0+

90.0+4

80.0+

US$ per barrel

70.0

60.04

50.04

40.0

Source: IMF

Q1

Q2 Q3 Q4

2008

Copper and zinc prices

During the quarter under review, the international prices of copper increased on account of declining
stocks on the London Metal exchange as well as vibrant demand from China and India. In this regard, the
price of copper increased by 10.8 percent in the quarter under review to US$8 324.81 per ton. Likewise,
the prices of zinc rose by 6.4 percent on account of supply constraints and falling stocks, reaching a level
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of US$2 027.73 per ton during the first quarter of 2012 (Chart 1.7).

Chart 1.6: Copper and Zinc prices
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Uranium and gold prices

The spot price of uranium subsided by 1.3 percent during the first quarter of 2012 compared to the
previous quarter. The spot price of uranium remained at a low level of US$52.00 per pound, well below the
US$66.50 level experienced prior to the Fukushima catastrophe (Chart 1.6). Although, uranium analysts
contend that the outlook for the uranium sector has stabilised, there remains uncertainty as to when
Japan will restart its reactors. At present, only one of its fifty four reactors is operating with the rest shut
down for maintenance and safety reviews. Nonetheless, it was observed that growth markets of China,
India, the United Arab Emirates (UAE), South Korea and Russia require enormous electricity. As a result,
a substantial nuclear expansion is expected during this decade that will offset the impediments in Japan

and elsewhere.
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Therefore, according to uranium analysts, uranium market fundamentals appear positive in the medium
and long term. In this context, more than 80 new nuclear power reactors are expected to be commissioned
globally by 2017, with 61 are currently under construction. Further, there are 491 new reactors planned or
proposed. The World Nuclear Association reported that the proposed reactors include 171 in China, 56 in
India, 41 in Russia, 30 in the USA, and 13 in Ukraine. The future price of uranium was estimated by the
World Nuclear Association at US$60.00 per pound at the end of the first quarter of 2012 from US$62.50
per pound at the end the fourth quarter of 2011. It is expected that the future price of uranium may become
slightly weaker in the next quarter, however, most experts anticipate that the future price of uranium would
be in the range of US$60-US$70 per pound. It is estimated that such a level should support upcoming
uranium projects in Namibia. On the other hand, the price of gold rose by 3.8 percent due to increased
purchases for investment purposes, especially by China and India, uncertainties in the financial markets
and the sovereign debt crisis in the Euro Area (Chart 1.7).

Chart 1.7: Gold and Uranium prices
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