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South Africa December CPI

Another downside surprise in core inflation 
Headline CPI inflation eased sharply by 0.7pp in December to 4.5% y/y, exactly in line with expectations. This was mainly due to lower fuel 
price inflation. Meanwhile, core CPI inflation surprised slightly to the downside, remaining unchanged at 4.4% y/y. Headline CPI inflation 
will likely ease further in January due to favourable base effects on fuel prices before rising gradually to just above 5% by year-end. 
However, we see mounting upside risks on food price inflation from rising crop prices. 

Headline CPI inflation fell sharply in December. December CPI data published earlier today showed a marked decline in headline CPI inflation 
to 4.5% y/y, down from 5.2% y/y in November. This was exactly in line with our and the Thomson Reuters consensus. The sharp decline was mainly 
due to fuel price inflation, which eased sharply to 8.7% y/y in December from 23.1% y/y in November, due to a combination of the 8.0% m/m drop 
in prices at the start of December and favourable base effects. This alone shaved off 0.7pp off headline inflation. Meanwhile, core CPI inflation was 
unchanged at 4.4% y/y in December, a touch lower than our and the consensus expectation of 4.5% y/y.

Food price inflation eased further at year-end but upside risks to the outlook are rising. In December, food and non-alcoholic beverages 
inflation eased to 3.0% y/y (Nov: 3.4%), its lowest level since 2010. The main driving factor here was meat prices (the single largest group in the 
food basket), where inflation slowed to 1.8% y/y in December (Nov: 2.8%) possibly due to drought-related culling. But the picture was mixed 
across the rest of the food basket. Inflation was lower in the ‘bread and cereals’ and ‘milk, eggs and cheese’ categories, but somewhat higher in 
the ‘oils and fats’, ‘vegetables’ and ‘sugar, sweets and desserts’ categories. Dry weather conditions, especially in the maize-growing regions of the 
country, have dampened prospects for the 2019 summer crop harvest. As a result, maize futures prices have climbed sharply with white and yellow 
maize futures prices, at the time of writing, up 65.2% and 41.8%, respectively, compared the same time last year. 

Steady core mainly reflects continued softness in goods. The December data marked the 14th time that core CPI inflation came in lower than 
consensus expectations. In the latest data, the steady core mainly reflected further softness in core goods, which offset a slight increase in core 
services. Inflation on clothing, vehicle as well as household appliances edged lower in December. This was enough to counter the effects of slightly 
higher inflation in public transport, housing rentals as well as ‘household maintenance and repairs’. Overall, the data still show very little evidence 
of building underlying inflationary pressures.

Headline CPI inflation will likely fall further before beginning to rise gradually. The sharp fuel price cut in early January (combined with 
favourable base effects on fuel) will likely push headline CPI inflation lower to 4.3% y/y in January. But we expect headline CPI inflation to begin 
rising gradually afterwards to reach about 5.1% by year-end, as core inflation nudges higher on moderately lower levels of slack in economic 
activity and as higher crop prices begin to manifest in food price inflation. On food prices specifically, we expect an increase to about 5.3% by 
year-end but we see risks to this forecast as now tilted to the upside given the rising crop prices. The Crop Estimates Committee’s preliminary 
planting data due out next Tuesday will be a key read for 2019 summer crop prospects as well as crop prices. 
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Figure 1: Fuel prices will likely push headline CPI even lower in in 
January…

Source: Stats SA, Absa Research

Figure 2:…but rising crop prices present an upside risk to our food price 
inflation forecasts

Source: Stats SA, Absa Research

 - Lelanie Boulle



ABSA | Instant Insights

23 January 2019 3

ANALYST (S) CERTIFICATIONS (S):
I / We, Miyelani Maluleke, Peter Worthington hereby certify (1) that the views expressed in this research report accurately reflect my personal views 
about any or all of the subject securities or issuers referred to in this research report and (2) no part of my compensation was, is or will be directly 
or indirectly related to the specific recommendations or views expressed in this research report.

IMPORTANT DISCLOSURES
Absa Research is produced by Absa Bank Limited acting through its Corporate and Investment Bank division, which is a part of Absa Group Limited and 
(referred to as “Absa”). 

All authors contributing to this research report are Research Analysts unless otherwise indicated. The publication date at the top of the report reflects GMT 
time and may differ from local time where the report was produced.

Availability of Disclosures:
For current important disclosures regarding any issuers which are the subject of this research report or for enquiries regarding Research Dissemination 
Policies and Procedures and Absa’s Conflict Management Policy, or to view previous investment recommendations published by Absa FICC Research in the 
preceding 12 months please send a written request to Absa Research Compliance 15 Alice Lane, Sandton, 2196.

Absa does and seeks to do business with companies covered in its research reports.  As a result, investors should be aware that Absa may have a conflict of 
interest that could affect the objectivity of this report. Absa regularly trades, generally deals as principal and generally provides liquidity (as market maker 
or otherwise) in the debt securities that are the subject of this research report (and related derivatives thereof). Absa trading desks may have either a long 
and / or short position in such securities, other financial instruments and / or derivatives, which may pose a conflict with the interests of investing customers. 
Where permitted and subject to appropriate information barrier restrictions, Absa fixed income research analysts regularly interact with its trading desk 
personnel regarding current market conditions and prices. Absa fixed income research analysts receive compensation based on various factors including, 
but not limited to, the quality of their work, the overall performance of the firm (including the profitability of the Corporate and Investment Banking division), 
the profitability and revenues of the Markets business and the potential interest of the firm's investing clients in research with respect to the asset class 
covered by the analyst. To the extent that any historical pricing information was obtained from Absa trading desks, the firm makes no representation that 
it is accurate or complete. All levels, prices and spreads are historical and do not represent current market levels, prices or spreads, some or all of which may 
have changed since the publication of this document. The Absa Research Department within Absa Bank Limited operates independently Eligible clients 
may receive research reports from Absa, its affiliates or third party service providers approved by Absa. 

Explanation of other types of investment recommendations produced by Absa FICC Research: 
Trade ideas contained herein that have been produced by the Credit analyst within Absa FICC Research are valid at current market conditions and may not 
be otherwise relied upon.

Disclosure of previous investment recommendations produced by Absa FICC Research:
Absa FICC Research may have published other investment recommendations in respect of the same securities/instruments recommended in this research 
report during the preceding 12 months. 

Legal entities involved in producing Absa Research: 
Absa Bank Limited (Absa, South Africa)

Barclays Bank of Kenya Limited, a registered bank in the Republic of Kenya, a subsidiary of Absa Group Limited with company registration number C.18208 
and with its registered office at The West End Building, Waiyaki Way, Nairobi, Kenya.

 - Lelanie Boulle



ABSA | Instant Insights

23 January 2019 4

Disclaimer:
This publication has been produced and distributed by Absa Bank Limited (Registration No.: 1986/004794/06.) acting through its Corporate and 
Investment Bank division, a member of Absa Group Limited (“Absa”). Absa is an authorised financial services provider, a registered credit provider 
Reg No NCRCP7. Absa is regulated by the South African Reserve Bank.  Absa distributes this material in South Africa. This publication is not, nor is it 
intended to be, advice as defined and/or contemplated in the (South African) Financial Advisory and Intermediary Services Act, 37 of 2002, or any 
other financial, investment, trading, tax, legal, accounting, retirement, actuarial or other professional advice or service whatsoever. 

Where this publication states on the front page that it is intended for institutional investors, distribution to retail investors is strictly prohibited. Any 
other persons who receive this communication should not rely on or act upon it.  Absa accepts no liability for use of the contents of this report by 
unauthorized recipients. 

The information contained in this publication has been obtained from sources that Absa believes to be reliable, however, Absa does not represent 
or warrant that it is accurate or complete. Prices shown are indicative and Absa is not offering to buy or sell or soliciting offers to buy or sell any 
financial instrument. Absa is not responsible for, and makes no warranties as to the information or opinions contained in any written, electronic, 
audio or video presentations of third parties that are accessible via a direct hyperlink in this publication or via a hyperlink to a third-party web site 
(‘Third-Party Content’). Any such Third-Party Content has not been adopted or endorsed by Absa, does not represent the views or opinions of Absa, 
and is not incorporated by reference into this publication. Third-Party Content is provided for information purposes only and Absa has not 
independently verified its accuracy or completeness.

The views in this publication are those of the author(s) and are subject to change, and Absa has no obligation to update its opinions or the 
information in this publication. If this publication contains recommendations, those recommendations reflect solely and exclusively those of the 
authoring analyst(s), and such opinions were prepared independently of any other interests, including those of Absa and/or its affiliates. This 
publication does not constitute personal investment advice nor does take into account the individual financial circumstances or objectives of the 
clients who receive it. The securities discussed herein may not be suitable for all investors. Investors must independently evaluate each issuer, 
security or instrument discussed herein and consult any independent advisors they deem necessary. Any South African person or entity wishing to 
effect a transaction in any security discussed herein should do so only by contacting a representative of Absa Bank Limited acting through its 
Corporate and Investment Bank division in South Africa,15 Alice Lane, Sandton, 2196. Person or entities which are domiciled outside of South Africa 
wishing to effect a transaction in any security discussed herein must ensure that such transaction complies with the local regulations of its home 
jurisdiction. The value of and income from any investment may fluctuate from day to day as a result of changes in relevant economic markets 
(including changes in market liquidity). The information herein is not intended to predict actual results, which may differ substantially from those 
reflected. Past performance is not necessarily indicative of future results. 

Absa or its employees may, from time to time, maintain a long or short position in securities referred to in this publication or in related futures or 
options; purchase or sell, make a market in, or engage in any other transactions involving such securities or issuers, earn brokerage or other 
compensation in respect of the foregoing; and provide investment banking, credit or other services to any party referred to in this publication. Absa 
may have acted as manager or co-manager of a public offering of securities discussed in this publication in the past three years.

We disclaim any liability for any direct, indirect or consequential damage or losses that you may suffer from using or relying on the information on 
contained in this publication even if notified of the possibility of such damage or loss and irrespective of whether or not you have obtained 
independent advice.  

Absa Research reports are distributed in the U.S. by Enclave Capital LLC, a U.S. registered broker dealer, on behalf of Absa, only to major U.S. institutional 
investors (as defined in Rule 15a-6 under the U.S. Securities Exchange Act of 1934 (the “Exchange Act”)) pursuant to the exemption in Rule 15a-6 and any 
transaction effected by a U.S. customer in the securities described in this report must be effected through Enclave Capital LLC (19 West 44th Street, suite 
1700, New York, NY 10036, 646-454-8600). All orders emanating from persons in the U.S should be effected through, Enclave, Absa’s U.S. registered broker-
dealer.

© Copyright Absa Bank Limited (2017). All rights reserved. No part of this publication may be reproduced or redistributed in any manner without the 
prior written permission of Absa. Additional information regarding this publication will be furnished upon request.

 - Lelanie Boulle


