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The SARB is exploring the possibility of pushing interest rates permanently low/lower if inflation stays low. However this depends
on the robustness of the Bank’s inflation forecast, which currently indicates that low inflation is likely a temporary phenomenon.
The main reasons for beginning a loosening cycle are well known. Lower food/electricity prices, base effects and a stable rand, as
well as import prices falling by more than 10% yoy are some of the factors which prompted a 25bps rate cut in July 2017. In this
(July) meeting, risks to the inflation outlook were broadly balanced.
Subsequently however, inflation risks have risen. Furthermore, talks of a 20% electricity tariff hike by Eskom, a volatile political
climate which may place pressure on the rand, as well as food inflation forecasts which were raised because meat price inflation
have exceeded SARB estimates. As a result, the SARB deemed it prudent to keep rates unchanged in September. The SARB was at
pains to stress that the MPC can make any one of three decisions at every meeting – raising, holding or cutting interest rates
(hence keeping rates unchanged in September was still a monetary policy decision).
A few sensitivity scenarios were provided for the uncertain electricity tariff: should Eskom provide a 20% electricity tariff hike,
the SARB’s CPI forecast will rise by 20bps in 2018 and 30bps in 2019 (from current estimates), to 5.2% and 5.6% respectively.
Consequently, the GDP growth forecast will be lowered by 10bps in 2019 to 1.4% if this were the case, because of the
substitution effect that the higher electricity costs will have on consumer behaviour.
Nonetheless, the SARB is currently working off its baseline assumptions until certainty can be provided about the electricity tariff
hike and tax implications or changes (MTBPS and February budget speech). As a result of this, the SARB’s central range for
inflation until 2019 stays mostly between 5% and 5.5% (see below).

The SARB’s central inflation forecast estimates remain close to 5%
over the medium-term

Growth is expected to pick up in 2018 and 2019, closing the output
gap
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Growth








The MPC members expressed deep concern for subdued growth rates in the local economy, at a time when global growth has
picked up markedly. The SARB views the SA economy as stagnant despite strong global growth and easy financing conditions.
South Africans have become poorer on a per capita basis over the last two years, while confidence levels have been significantly
lowered.
When pressed for a reason for this move away from the global rhetoric, members admitted that they cannot put a finger on
exactly what the root cause is of this stagnant economic activity, but that the volatile political climate and policy uncertainty may
have contributed significantly to the confidence recession the country currently finds itself in.
There was much debate about the reasons why monetary policy has no, or a minimal, impact on economic growth. Members
indicated that a pro-growth mind-set needs to come from all government departments, that there needs to be policy cohesion
and policy certainty, and that monetary policy in and of itself will have little bearing on economic activity.
Overall, the outlook on growth remains sombre, while the SARB remains cautious about its inflation outlook.

Other








Other issues discussed were the structural weakness of SA relative to its EM peers, in that SA has a higher inflation rate and a
higher inflation target. The SARB admitted that this was an issue because higher inflation by default lowers real rates.
The MPC was scathing in its comments around the government’s failure to act on corruption, admitting that this is severely
affecting confidence and brings into question the effectiveness of the rule of law in the country.
Questions regarding the ownership of the SARB were quashed with the MPC members highlighting that the SARB is governed by
the Constitution of SA, and it does not matter whether it is nationalised or privatised (ie this will have no effect on monetary
policy).
Concerns around elevated inflation expectations remain – the SARB has said that this lies “more on the trade union and business
side rather than with analysts”. Even though people are noticing lower inflation, they keep their projections high because
elevated inflation seems to be their most recent memory – the SARB is yet to find a way to influence this meaningfully.

On our radar:






While the MTBPS will be the underpin for credit ratings reviews in the final quarter of the year, the ANC leadership conference in
December 2017 will be the key underpin to the longer term economic policy and prosperity of the country. We anticipate further
credit ratings downgrades by 1H18 no matter the outcome of the leadership contest, as we believe that there has been enough
fiscal slippage and fraying of the institutional framework to warrant a worsening credit outlook.
There has been a shift in the rhetoric of global central banks recently – the Fed has persisted with its monetary policy tightening,
while up until last month the ECB seemed set on its path of loose monetary policy. This has changed, with the ECB now
discussing tapering of its QE programme in 2018. The BOE has also changed its tune dramatically in the last month. It stated that
it was getting increasingly uncomfortable with the prolonged breach of the inflation target, and might even consider raising
interest rates and/or tapering its asset purchase programme to combat inflation. As a result, we view tighter monetary policy as
a key risk to emerging market economies over the medium term, particularly capital flows into EMs and SA in particular.
Other forms of event risks over the horizon take the form of exogenous factors like geopolitical tensions between North Korea
and the US, and global tensions in general, as well as policy uncertainty in the US, deleveraging in China, oil market dynamics and
international terrorism, among others.

Outlook:




Inflation has surprised to the downside in the last six out of eight months mainly as a result of strong base effects from last year.
While we are not alarmed by the recent petrol price hikes, we believe that there are upside risks to the inflation trajectory in
2018. An added layer of risk is the inflation expectations in the economy, which remain too close to the 6% upper target band.
This combined with the possibility of above-inflation public sector wage demands will probably keep expectations elevated.
While we still believe the current environment of low growth and low inflation warrants further interest rate cuts, we remain of
the view that the current loosening cycle will remain shallow and short-lived and therefore unlikely to boost growth
meaningfully. Much depends on the trajectory of the rand exchange rate, local political headlines, foreign investor sentiment and
exogenous factors like the oil price and weather conditions locally. Our view is therefore for two to three more rate cuts before
mid-2018, assuming no sustained and significant rand weakness until then.
The SARB caution at the MPF strikes us as a concern – we believe the SARB may hold out through the turbulence of the last
quarter of this year and resume a shallow cutting cycle in January 2018. However, here again credit ratings risks in June 2018
may pose a risk to the loosening monetary policy trend.
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Disclaimer
The information furnished in this publication, which information may include opinions, estimates, indicative rates, terms, price quotations and projections, reflects
the judgment of the author(s) and the prevailing market conditions as at the date of this report, which judgment and conditions are subject to change without
notice, modification or amendment. This publication does not necessarily reflect the opinion of Nedbank Limited (“Nedbank”) or its ultimate holding companies or
any direct or indirect subsidiary undertakings of such holding companies (its “Affiliates”). Information presented in this publication was obtained or derived from
public sources that Nedbank believes are reliable but no representation or warranty, express or implied, is made as to its accuracy or completeness. Neither Nedbank
nor its Affiliates (or their respective directors, employees, representatives and agents) accepts any responsibility or liability (whether in delict, contract or otherwise)
for loss arising from the use of or reliance placed upon the material presented in this publication, except that this exclusion of liability does not apply to the extent
that liability arises under specific statutes or regulations applicable to Nedbank or its Affiliates.
This publication has been forwarded to you solely for information purposes only. The information contained in this publication is confidential and is not intended
to be, nor should it be construed as, "advice" as contemplated in the South African Financial Advisory and Intermediary Services Act, 2002 (as amended) or
otherwise, or a direct or indirect invitation or inducement to any person to engage in investment activity relating to any securities or any derivative instrument or
any other rights pertaining thereto of any company mentioned herein.
Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers. These indications are provided solely for your information and
consideration. The information contained in this publication may include results of analyses from a quantitative model which represent potential future events that may
or may not be realized, and is not a complete analysis of every material fact representing any product.
You should seek independent advice (including tax, accounting, legal, regulatory and financial advice) in relation to the information contained herein. This
publication is intended for use by professional investors only. It may not be considered as advice, a recommendation or an offer to enter into or conclude any
transactions. The information contained in this publication is confidential and is not intended to be, nor should it be construed as, a direct or indirect invitation or
inducement to any person to engage in investment activity relating to any securities or any derivative instrument or any other rights pertaining thereto (“financial
instruments”). Any additional information relative to any financial instruments and/or financial products reviewed in this publication is available upon request.
This publication has been issued in the United Kingdom only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2005 (all such persons being referred to as “relevant persons”). Any investment or investment activity to which this document
relates is only available to relevant persons and will be engaged in only with relevant persons.
Directors, officers and/or employees of Nedbank or its Affiliates may at any time, to the extent permitted by law, own or have a position in the financial instruments
of any company or related company referred to herein, and may add to or dispose of any such position or act as a principal in any transaction in such financial
instruments. Nedbank and/or its Affiliates may make a market in these instruments for its customers and for its own account. Accordingly, Nedbank and/or its Affiliates
may have a position in any such instrument at any time. Directors, employees or officers of Nedbank and/or its Affiliates may also be directors of companies mentioned
in this publication. Nedbank and/or its Affiliates may from time to time provide or solicit investment banking, underwriting or other financial services to, for or from
any company referred to herein. Nedbank and/or its Affiliates may to the extent permitted by law, act upon or use information or opinions presented herein, or
research or analysis on which they are based prior to the material being published.
The distribution of this document in certain jurisdictions may be prohibited or restricted by rules, regulations and/or laws of such jurisdictions and persons into
whose possessions this presentation comes should inform themselves about, and observe, any such restrictions. Any failure to comply with such prohibitions or
restrictions may constitute a violation of the laws of such other jurisdictions.
Internet communications are not guaranteed to be secure or virus-free. Nedbank and its Affiliates do not accept responsibility for any loss arising from unauthorised
access to, or interference with any internet communications by any third party.
All trademarks, service marks and logos used in this publication are trademarks or service marks or registered trademarks or service marks of Nedbank or its
Affiliates
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