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The interest rate barometer considers the factors influencing the decision
of the SARB’s Monetary Policy Committee as stated in the statement
accompanying the previous meeting’s interest rate decision (19 May 2016)
as well as developments since the previous meeting which could influence
Thursday’s MPC rate decision. The factors are rated on a stand-alone basis
as a likely hike, hold or cut and are weighted into 3 broad categories: global
economy (20%), domestic economy (40%) and major inflation drivers (40%)
- as per Table 1.
Of the 13 factors analysed, 2 support expectations for a hike (3 previous), 9
factors support an unchanged stance (8 previous) and 2 factors favour a cut
(2 previous). On a weighted basis, this implies a 70% probability of a hold at
this week’s meeting. The shift indicates a short term reprieve but maintains
a hawkish bias over the longer term.
Based on our analysis, the Nedbank CIB view is for the repo rate to be left
unchanged this week. We are expecting the SARB to revise their growth
and CPI profiles lower. The SARB is likely to reiterate that this is a pause in a
hiking cycle.
The rand and the local socio-political risk premium remain key swing factors
given their fluidity. Currently, global capital flows are proving supportive
despite the bearish macro-fundamental backdrop.

Table 1

GLOBAL

Factors

SARB outlook at the May policy meeting

Recent developments

Rate
impact

Growth

“Global growth remains hesitant following a disappointing first
quarter in the US and the UK in particular. The outlook for the UK
is clouded by the possibility of an exit from the EU, while the
prospects for the Japanese economy remain uncertain. By
contrast, the growth outlook in the euro area is more promising,
driven by improvements in Germany and France in particular,
although there are concerns that the recent momentum may be
fading.

The Q1 data globally has been soft. Q2 data looks to be
reversing up for most regions, due to low base effects.
Industrial activity in the US and Eurozone has improved,
along with consumer spending. In the UK however, the
Brexit vote has cast some uncertainty as to the trajectory
of the economy. Although there has been a slew of growth
forecast cuts by the IMF recently, the global growth
forecast is unchanged at April’s estimate of 3.2% for 2016.

HOLD

Divergent prospects are evident in the emerging markets. Russia
and Brazil remain in recession, but there are signs of some
stabilisation in China, as the economy appears to be responding
to government policy initiatives. Of some concern is the
persistent deterioration in growth forecasts for sub-Saharan
Africa, which includes some of South Africa’s important trading
partners. The region is now expected to underperform the global
economy in 2016, for the first time in 16 years, as the effects of
lower commodity prices and drought take their toll.”

EMs’ remain in a difficult space. Geopolitical tensions have
risen, while commodity prices are expected to fall and
flows remain volatile. These factors may hamper growth in
coming months. The Chinese economy remains fragile. Q2
SA economic growth will likely rise off the low Q1 base.

“Global inflation pressures remain benign, with low energy prices
still having an impact, although this effect is likely to dissipate
with the recent upward trend in oil prices. As a result of these
trends, asynchronous monetary policies persist. While policies
are generally accommodative amid subdued growth, particularly
in many advanced economies, a number of emerging markets
have maintained a tightening bias in response to inflation
pressures. The US Fed is expected to continue with its slow pace
of policy rate normalisation but there is a high degree of
uncertainty regarding the timing of the next increase.”

Since the May meeting, global inflation has risen. The UK,
US and Eurozone have seen slight upticks in prices. While
there was some uptick from higher commodities and
services prices, goods price inflation is still benign.
Emerging market inflation metrics have stabilised following
an improvement in currency and commodity metrics.

ECONOMY
(20%)

Inflation
and interest
rates

The increase in uncertainty and market volatility has
altered the outlook for interest rates this year. While the
ECB and BOE seem to be firmly entrenched in the ultraloose monetary policy camp, the Fed is still pondering a
rate hike, although markets place a 44% probability of this
materializing before the end of this year (up from 20% a
week earlier).

HOLD
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Table 1 (continued)

GLOBAL

Factors

SARB outlook at the May policy meeting

Recent developments

Rate
impact

Oil price

“The international oil price assumptions in the forecasting model have
been increased, with the price of Brent crude oil remaining firmly above
the US$40 per barrel level since the second week of April. Demand has
surprised on the upside, and, despite an increase in supply from Iran,
output has declined in a number of countries. This upward price trend
may, however, be contained by high levels of inventories. Domestic
petrol prices have increased by a cumulative R1,00 per litre since March,
mainly due to higher international prices and an increase in the fuel
levy. Should current exchange rate and international oil price trends
persist, a further significant increase can be expected in June.”

Oil prices have fallen by 2.3% since the last MPC meeting, and
maintained a conservative trading range of between $46/bbl and
$53/bbl. However, the supply glut remains entrenched despite an uptick
in demand. Even though economic activity may improve in coming
quarters, supplies remain ample, hence we are likely to see a rangebound trend, unless geopolitical tensions arise. Inventories are still high,
but production losses and cuts have eased some overhang in the market.

HOLD

SARB’s GDP
forecast

“The domestic economic growth outlook remains weak, with the Bank’s
GDP growth forecast for 2016 revised down from 0,8 per cent to 0,6 per
cent. While a recovery is still expected in the next two years, the
forecasts for both these years have been revised down by 0,1
percentage point to 1,3 per cent and 1,7 per cent. With the estimates of
potential output unchanged, the output gap is expected to widen over
the forecast period.”

Given the contraction in GDP in the first quarter, strong and sustained
growth in each of the next three quarters is required to produce even a
marginally positive outcome for 2016 as a whole. Consequently, we now
expect the economy to contract by 0.1% in 2016 (down from our
previous forecast of 0.2% growth), before recovering at a slightly faster
pace of 1% in 2017 (previously 0.9%).We expect the SARB to revise their
GDP forecasts lower this week.

CUT

Domestic
supply

“…the favourable developments in the Barclays PMI which has
recovered fairly strongly, to above the neutral 50-level for the past two
months. However, while the recent modest recovery in commodity
prices may impact positively on mining output, prices remain low and
the sector remains beset by higher input costs and regulatory
uncertainty. The continuing drought is also expected to put further
strain on the agricultural sector.”

SA Manufacturing production growth surprised to the upside in both
April and May, off low bases in Q1. As a result, we may see a positive
contribution towards Q2 GDP growth, however risk factors still remain in
the form of wage negotiations, political event risk and the (now) stronger
rand limiting export demand. SA mining production rebounded in April
and May, but still remained in contraction on an annualised basis. Over
the month however, positive growth rates were recorded. Low base
effects may provide a positive contribution towards Q2 GDP growth,
after the -18.1% contribution in Q1.

HOLD

Domestic
demand

“Household consumption expenditure also remains subdued, with low
growth in retail sales in the first quarter. New vehicle sales also continue
to decline. The FNB/BER consumer confidence index recovered to some
extent in the first quarter of the year, although it still remains at
depressed levels, and indicates a low willingness to spend and utilise
credit among consumers.”

Naamsa Vehicle sales continued to decline, falling by 10.3% y/y and
10.6% y/y in May and June respectively. Quarterly vehicle sales is
currently at the lowest level in 5 years, indicating consumer spending
remains sluggish. Retail sales growth for March, April and May remained
resilient, at 2.8%, 1.5%, and 4.5% y/y respectively. This is a concern
because households may enter financial distress in coming months,
which will likely bode negatively for economic activity.

CUT

Monetary
conditions

“The constrained outlook for household consumption expenditure is
indicative of the absence of demand pressures in the economy. This is
also confirmed in the weak wealth effects and the continued slow pace
of credit extension to households. Growth in credit extension to
corporates remains strong, but moderated in March.”

Growth in private sector credit extension (PSCE) slowed to 6.6 % y/y
against the consensus forecast of 7.0 % from 7.1 %, mainly pushed down
by slower growth in credit to companies. Credit growth is expected to
remain weak in the short term as both consumer and business
confidence is unlikely to improve significantly on the back of a poor
economic outlook. Credit growth will remain volatile in the months
ahead, but the general trend is likely to be weak as interest rates are
likely to still rise and economic activity will be subdued.

HOLD

Forecast of
inflation

“Inflation is now expected to average 6,7 per cent in 2016 compared
with 6,6 per cent previously. In 2017 and 2018 inflation is expected to
average 6,2 per cent and 5,4 per cent, marginally down from the
previous forecast. The expected peak, at 7,3 per cent in the fourth
quarter of 2016, is unchanged. The downward revisions are due in part
to the higher interest rate assumption, a slightly less depreciated
exchange rate assumption, a wider output gap and a lower electricity
price assumption.”

Nedbank forecasts inflation to average 6.5% in 2016 before coming back
to 6% in 2017 (revised lower), compared to the SARB’s forecast of 6.7%
and 6.2% respectively. Nedbank forecasts a peak of 6.8% in Q4, down
from 7.5% previously, and below the SARB’s forecast of 7.3%. CPI eased
by 0.1% y/y in both April and May (currently at 6.1%).
The next print us due later this week and consensus expects 6.3% y/y as
a result of higher food and utilities inflation. We expect the SARB to
revise their forecast of the CPI profile and peak marginally lower.

HIKE

Market
expectations

Forward rate agreements when compared to 3m JIBAR are currently
pricing in a 44% probability of a 25bps rate hike at this meeting and a
104% chance of a 25bps rate hike in 3 months’ time, softer than prior
(greater than 100% implies larger or more frequent hikes).

Forward rate agreements are pricing in a 12% hike of 25 bps, at this
week’s meeting, a 36% probability of a 25 bp hike in 3 months’ time, and
a 68% probability of a hike in 5 months.

HOLD

Food prices

“Food prices remain a significant risk to the inflation outlook in the face
of persistent drought and exchange rate weakness. The recent increases
have surprised on the upside, and more aggressive food price increases
are now forecast for the near term. The Bank now expects food price
inflation to peak at around 12 per cent in the final quarter of this year.
Futures prices suggest that both maize and wheat prices are expected to
remain elevated for the rest of the year, reinforced by a sizeable
increase in the domestic wheat import tariff.”

Only one-third of the CPI subcomponents is now above the 6% mark
after peaking at 88% at the February print. Food inflation eased to 10.8%
y/y, from 11.3% in April. Protein, vegetable, and grain price inflation
remain in double-digits and are upside risk factors to our inflation
outlook.

HIKE

Rand
exchange
rate

“The rand exchange rate has remained volatile, and following a few
weeks of relative strength, has resumed a weakening path and
continues to pose an upside risk to the inflation outlook. Since the
previous meeting of the MPC, the rand has traded in a range between
R14,20 and R15,90 against the US dollar, and has depreciated by 1,5 per
cent against the dollar, by 0,9 per cent against the euro, and by 1,2 per
cent on a trade-weighted basis.

Despite the interim strength in the rand over the last 2 months, risks to
the downside remain in the form of political risk as well as global risk
from Brexit woes. Sharp foreign inflows may reverse should there be any
negative developments in the local context, as well as within emerging
markets as a whole.

HOLD

Administered
prices

“Domestic petrol prices have increased by a cumulative R1,00 per litre
since March, mainly due to higher international prices and an increase in
the fuel levy. Should current exchange rate and international oil price
trends persist, a further significant increase can be expected in June.
Since the March policy meeting, the local petrol price rose by 31c/litre
(+2.5%) despite a brief reprieve of 69c at the end of March which was
quickly reversed given a rising oil price and an increase in the fuel levy of
30c/litre from April.The lower than expected increase granted to Eskom
by NERSA (9.4% vs 16.6% requested) softens the inflation profile
marginally. However, this remains above the inflation target band.”

Since the March policy meeting, the local petrol price rose by 60c/litre
(+4.7%) despite a brief reprieve of 69c at the end of March which was
quickly reversed given a rising oil price and an increase in the fuel levy of
30c/litre from April.

HOLD

“Wage growth appears to be moderating, with growth in nominal
remuneration per worker in the formal non-agricultural sector declining
to below 6 per cent in the fourth quarter of 2015, mainly due to lower
private sector remuneration growth. Once adjusting for labour
productivity, growth in unit labour costs remained unchanged at 5,0 per
cent in that quarter.”

An impending negotiation in the mining sector will be watched closely for
any dislocations in the medium term. Positive rhetoric from trade unions
recently regarding softened wage demands are an encouraging
development

ECONOMY
(20%)
(Contd)

DOMESTIC
ECONOMY
(40%)

INFLATION
DRIVERS
(40%)

Wage
settlements

A sustained uplift in oil prices remains a key upside risk to our inflation
views over the medium term despite our view that the near term rally is
not sustainable.

The SA white maize price has declined by 11.6% since the last MPC
meeting, however it is still 53% higher compared to a year ago and
therefore will add upside pressures to headline CPI.

The lower than expected increase granted to Eskom by NERSA (9.4% vs
16.6% requested) softens the inflation profile marginally. However, this
remains above the inflation target band.

HOLD

Source: SARB, Nedbank
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Nedbank CIB
Table 2: Probability of outcomes
Impact
Global economy (20%)

Unweighted Probabilities

Weighted probabilities

Cut

0%

0%

Hold

100%

20%

Hike

0%

0%

Domestic (40%)

Cut
Hold
Hike

33%
50%
17%

13%
20%
7%

Inflation drivers (40%)

Cut
Hold
Hike

0%
75%
25%

0%
30%
10%

Final Result

Cut 

15%
69%
15%

13%
70%
17%

Hold 
Hike
Source: Nedbank

Market expectations remain soft

Petrol price likely to decline in the short term

SA FRA Probabilities (25 bps)
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36%
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0%

CURRENT

19-May

17-Mar

Growth in the doldrums as stagflation remains

Probability of Fed hike rises after post-Brexit low (red
arrows)
Probability of Fed hike based on Fed funds futures
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July Meeting
Current

Global food price resumes uptick

September
Meeting
28/06/2016

November Meeting December meeting
10/06/2016

31/05/2016

January 2017
meeting

28/04/2016

Rand consolidation persists, impetus for lower CPI profile

Source: Bloomberg, Nedbank
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Disclaimer
The information furnished in this report, brochure, document, material, or communication (“the Commentary”), has been prepared by Nedbank Limited (acting through its Nedbank Corporate and Investment
Banking division), a registered bank in the Republic of South Africa, with registration number: 1951/000009/06 and having its registered office at 135 Rivonia Road, Sandton, Johannesburg (“Nedbank”). The
information contained herein may include facts relating to current events or prevailing market conditions as at the date of this Commentary, which conditions may change and Nedbank shall be under no
obligation to notify the recipient thereof or modify or amend this Commentary. The information included herein has been obtained from various sources believed by Nedbank to be reliable and expressed in
good faith, however, Nedbank does not guarantee the accuracy and/or completeness thereof and accepts no liability in relation thereto.
Nedbank does not expressly, or by implication represent, recommend or propose that any securities and/or financial or investment products or services referred to in this Commentary are appropriate and
or/or suitable for the recipient’s particular investment objectives or financial situation. This Commentary should not be construed as “advice” as contemplated in the Financial Advisory and Intermediary
Services Act, 37 of 2002 in relation to the specified products. The recipient must obtain its own advice prior to making any decision or taking any action whatsoever.
This Commentary is neither an offer to sell nor a solicitation of an offer to buy any of the products mentioned herein. Any offer to purchase or sell would be subject to Nedbank’s internal approvals and
agreement between the recipient and Nedbank. Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers and may not be considered to be binding on
Nedbank. All risks associated with any products mentioned herein may not be disclosed to any third party and the recipient is obliged to ascertain all such risks prior to investing or transacting in the product
or services. Products may involve a high degree of risk including but not limited to a low or no investment return, capital loss, counterparty risk, or issuer default, adverse or unanticipated financial markets
fluctuations, inflation and currency exchange. As a result of these risks, the value of the product may fluctuate. Nedbank cannot predict actual results, performance or actual returns and no guarantee,
assurance or warranties are given in this regard. Any information relating to past financial performance is not an indication of future performance.
Nedbank does not warrant or guarantee merchantability, non-infringement or third party rights or fitness for a particular purpose. Nedbank, its affiliates and individuals associated with them may have
positions or may deal in securities or financial products or investments identical or similar to the products.
This Commentary is available to persons in the Republic of South Africa, financial services providers as defined in the FAIS Act, as well as to other investment and financial professionals who have experience in
financial and investment matters.
All rights reserved. Any unauthorized use or disclosure of this material is prohibited. This material may not be reproduced without the prior written consent of Nedbank, and should the information be so
distributed and/or used by any recipients and/or unauthorized third party, Nedbank disclaims any liability for any loss of whatsoever nature that may be suffered by any party by relying on the information
contained in this Commentary.
Certain information and views contained in this Commentary are proprietary to Nedbank and are protected under the Berne Convention and in terms of the Copyright Act 98 of 1978 as amended. Any
unlawful or attempted illegal copyright or use of this information or views may result in criminal or civil legal liability.
All trademarks, service marks and logos used in this Commentary are trademarks or service marks or registered trademarks or service marks of Nedbank or its affiliates.
Nedbank Limited is a licensed Financial Services Provider and a Registered Credit Provider (FSP License Number 9363 and National Credit Provider License Number NCRCP 16).
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