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w What determines the path of policy rates?

South Africa follows an inflation targeting monetary
policy regime

* Target = headline consumer inflation

* Therange =3%-6%

* The SARB targets the midpoint of the range+ 4.5%

How does it work?

* |If SARB expects inflation to rise above 4.5% over
the next three years = raise interest rates

e |If SARB expects inflation to hover around 4.5%
over the next three years = cut or leave interest
rates depending on the appropriateness of
existing policies

* |If SARB expects inflation to fall below 4.5% over
the next three years = cut or leave interest rates
depending on the appropriateness of existing
policies

* |tis always a judgement call
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Inflation has moved to structurally lower levels w

Headline inflation: y-o-y %

16 -
—Inflation
14 -
——5-year average
12 -
10 - N

0 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 ]

96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21

12 October 2021 Nedbank Group Economic Unit | http://nedbankgroup.co.za



Inflation is receding again after rising to a peak of 5.2% in May w

Headline inflation: y-o-y %
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Global food prices remain elevated w

190 - FAO: Food price indices
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The rise in local food inflation has been modest compared to the global trend w

Food inflation: Global to producer to consumer level
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Global oil prices have returned to pre-pandemic levels w

160 - Brent crude oil prices: US dollars per barrel
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With the steepest part of the climb over, oil prices are expected to drift sideways w

Brent crude oil price cycle ($/barrel) Reuters consensus forecast
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The rand’s remarkable recovery has helped to offset higher imported inflation w

Rand per USS and Euro
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Global supply shortages continue to drive up producer inflation w
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Consumer inflation has moved higher in most advanced countries w

Headline consumer inflation (%)
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The time to start withdrawing some of pandemic-related stimulus is near w
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The normalisation of interest rates in low-risk advanced countries is still some way off w

Major policy rates: %
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Many EMEs has started to tighten interest rates w
%
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Rand is vulnerable to changes in EME risk sentiment w

EME risk appetite: MSCI EME/AC USD/ZAR
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Rand is currently trading broadly in line with EME risk

ARUSD
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A positive trade & current account balance is providing some foundation for the rand w

Trade balance (R bn unadjusted) Exports & Imports (R bn seasonally adjusted)
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Even if the rand was to come under pressure, it would not necessarily translate into inflation w

Headline inflation: %
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Price-sensitive demand is likely to offset any cost pressures Sﬂ

16 Headline inflation: %
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The SARB expects the economic recovery to continue & the output gap to gradually narrow w

Actual GDP: Annual Growth (%)
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We expect moderately higher interest rates in 2022, but still well below pre-crisis levels w

%
18 - Real prime
Real prime forecast

16 - —CPI

—=—CPI forecast
14 - —Prime

—o—Prime forecast
12 - —MPC's QPM Trajectory
10 -
8 -
6 -
4 -
2 -
0 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 | | 1 ]

04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24

12 October 2021 Nedbank Group Economic Unit | http://nedbankgroup.co.za



Thank you

s i
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