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South Africa Q1 19 Quarterly Perspectives

Modest growth recovery as elections loom 
Elections due in May 2019 are key. Over the past year, President Ramaphosa has made progress 
in rolling back state capture and rebooting the economy. However, his ability to further advance 
clean and technocratic governance depends on whether he gets a strong mandate from the 
elections. Current polls suggest the ANC will win but the exact outcome is unclear.

The economy has gained some traction since the recession in H1 18 but the near-term 
outlook remains muted. Investment spending is floundering due to weak business confidence 
and the consumer is constrained by a lack of jobs. We forecast GDP growth of 1.7% for 2019 and 
2.1% for 2020 on the assumption of middle-of-the-road policy settings after the 2019 election. 

Inflation will likely remain well contained within the target range. There are presently no big 
inflationary pressures in the economy, and FX pass-through remains weak. Wage settlements also 
appear to be moderating. However, electricity prices, food prices and the exchange rate remain 
upside risks. We forecast that headline CPI will hit 4.6% by end-2019 and 5.3% by end-2020.

We forecast the current account to track sideways at 3.8% of GDP in 2019, then widening as 
demand recovers. But the risky part of the balance of payments is portfolio capital flows, which 
are vulnerable to a potential rating downgrade from Moody’s or a fall in risk appetite globally.

The 2019 Budget on 20 February is critical. Finance Minister Mboweni would probably like to 
push for a tougher fiscal stance, given that budget deficits above 4% of GDP will lead to still higher 
public indebtedness, but he likely does not have much political room to manoeuver. 

Financial, operational and structural challenges at troubled state-owned companies are a 
big fiscal constraint and drag on sovereign creditworthiness. Eskom is due to unveil a 
turnaround plan in Q1 19. President Ramaphosa has appointed an expert panel to make 
recommendations by end-January, and NERSA is set to decide Eskom’s tariff hike on 1 March. 

With scant inflation and low oil prices we believe the SARB will leave rates on hold until 
demand recovers – unless the rand weakens sharply. The market recently shifted to price in 
much less tightening this year. We forecast the next 25bp rate hike in September 2019. 

A further downgrade from Moody’s cannot be ruled out after elections. However, with Stable 
Outlooks on their ratings, all three rating agencies will likely give warning of any potential move 
by cycling through a directional outlook change first. Moody’s is due to opine next on 29 March.

We are more constructive about the ZAR. Our structural ZAR valuations imply the ZAR has 
become less overvalued, due to SA’s improving growth outlook. However, our peer model 
valuations are broadly unchanged because of mixed global developments. Hence, our 2019 point 
forecasts are only slightly less ZAR bearish, namely R14.50 by mid-year and R14.80 by year-end. 

Heightened global market volatility poses risks of big adverse repercussions for South 
Africa. As usual, for small open economies dependent on commodity prices and capital flows, the 
potential downside risks to an economy like South Africa’s seem more numerous and more 
probable than upside risks – even before South Africa’s own domestic uncertainties feed through.
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The Quarterly Perspectives series of reports outline our macroeconomic forecasts for South 
Africa with discussion of the key themes and issues for the quarters ahead. The forecasts 
presented in this report are based on the output of our proprietary demand-side 
macroeconomic model, enlivened with supply-side constraints. The model runs off a 
comprehensive macro data set up to Q3 18, as published by Statistics South Africa and the South 
African Reserve Bank’s latest Quarterly Bulletin, but updated for other relevant data published 
more recently.

The elections in May 2019 are critical for South Africa’s prospects

In the last year, since he was elected as president of the African National Congress (ANC), President 
Ramaphosa has made a lot of progress in rolling back state capture. He has relied on the judicial 
system and due process to effect critical personnel changes in the cabinet, boards and 
management of various state-owned companies, and in key institutions such as the National 
Prosecuting Authority, South Africa Revenue Services and South African Police Service. However, 
much work remains to be done to fully restaff and rehabilitate South Africa’s damaged 
institutions. 

President Ramaphosa’s personal popularity remains elevated, which would seem to give him the 
upper hand over his opponents but their fight-back is existential, and victory over the state 
capture brigade is far from complete. Ramaphosa’s task is complicated by the fact that the ANC’s 
popularity has been buffeted recently by revelations at the Zondo Commission of Inquiry, which 
has shown that state capture cannot be blamed on one or two errant officials alone. Meanwhile, 
both the key opposition parties, Democratic Alliance (DA) and the Economic Freedom Fighters 
(EFF), appear to have suffered major setbacks - the former over racial politics and the latter with 
evidence linking its leaders and the party to the VBS bank fraud. 

Meanwhile, the government’s decision to change the constitution to facilitate expropriation 
without compensation (EWC) to speed up land redistribution will likely continue to generate a 
heated public and political debate. The DA and various civic organisations could challenge the 
government’s decision in the courts, while the EFF could attempt to outflank the ANC’s plans for 
circumscribed EWC with its argument that all land should be nationalised. 

Against this backdrop, the national and provincial elections due sometime in May 2019 are critical. 
(The date will be announced at the State of the Nation Address on 7 February.) We are inclined to 
agree with the thesis that a strong showing for the ANC would be supportive of President 
Ramaphosa, and therefore positive for the country’s reform prospects. However, we rather 
discount the ancillary argument that a weak showing for the ANC in the elections would embolden 
and enable Ramaphosa’s opponents within the party to have him recalled. Instead, we just think 
that a weak showing for the party could make it hesitant on the economic reform front. A big 
uncertainty would arise, however, if the ANC’s support drops below 50% at the national level, 
forcing it to seek a coalition partner, more likely the EFF than the DA. 

Current opinion polls suggest the ANC will win the elections, although there is still a high degree 
of uncertainty about the precise outcome. An IPSOS face-to-face poll of 3,571 respondents, 
published on 4 January found 61% of the electorate supporting the ANC, 14% the DA, 9% the EFF 
and 2% the Inkatha Freedom Party, with 13% of respondents answering ‘don’t know/won’t 
say/won’t vote’. However, the recent establishment of a couple of new political parties, including 
a socialist one backed by the 350,000-strong National Union of Metalworkers of South Africa could 
alter the outcome at the margins in unpredictable ways, especially given South Africa’s pure 
proportional representation and disillusionment with established parties. And events themselves, 
especially as the Zondo inquiry resumes its hearings, could also alter the electoral calculus. Thus 
the elections in May could well set South Africa on either a high road or a low road – or leave the 
country bumbling along in a muddled middle. At present, it is a difficult call, but we are inclined 
to believe the elections will put South Africa on a moderately upward trajectory.

Given the narrowness of Ramaphosa’s victory at 
the ANC elective conference in late 2017, the 
political progress over the last year in 
defenestrating state capture has been 
impressive…

Elections in May 2019 are key with a strong 
outcome for the ANC likely to be supportive of 
President Ramaphosa

Current polls suggest the ANC will win the 
elections, but the precise outcome remains 
uncertain

One of the hot-button political issues in 2019 will 
be EWC  

…but the factional divide within the ANC 
continues to complicate Ramaphosa’s clean 
governance agenda
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Growth has picked up from the H1 18 recession but the outlook is muted

After falling into recession in the first half of 2018, the South African economy began to grow 
modestly from Q3 18 with a 2.2% q/q saar GDP print, marginally ahead of our and consensus 
forecasts. This came after a revised contraction of 0.4% q/q saar (initial estimate: -0.7%) in Q2 18. 
From a supply-side perspective, the manufacturing sector showed the biggest gain in Q3, rising 
7.5% q/q saar compared with an upwardly revised 0.6% q/q saar in Q2, thereby adding 0.9pp to 
the overall quarterly GDP growth rate (Figure 1). Additionally, and perhaps surprisingly, 
agricultural production registered a sharp uptick of 6.5% q/q saar, following two successive 
quarters of extremely negative growth. While agriculture has a small share of GDP, large volatility 
in agricultural output (often due to climate fluctuations) tends to be a big driver of the movement 
in the overall GDP growth figure. The tertiary services sector also performed well in Q3 18, with all 
of its five subcomponents showing positive growth. All these positive developments were more 
than sufficient to offset the big 8.8% q/q saar contraction in the mining sector, where sharply lower 
output of gold, PGMs, iron ore, copper and nickel outweighed higher output of coal, diamonds and 
manganese in Q3. 

Figure 1: Strong Q3 18 GDP growth was quite broadly based 

% q/q saar Q3 17 Q4 17 Q1 18 Q2 18 Q3 18

Agriculture, forestry and fishing 41.7 39.0 -33.6 -31.9 6.5
Mining and quarrying 6.2 -4.4 -10.3 8.1 -8.8
Primary sector 13.8 5.2 -17.0 -3.3 -5.4
Manufacturing 3.7 4.3 -6.7 0.6 7.5
Electricity and water -6.1 3.3 0.2 2.2 -0.9
Construction -1.2 -1.4 -1.9 2.1 -2.7
Secondary sector 1.5 3.1 -5.0 1.1 4.5
Trade & accommodation -0.1 4.8 -3.1 -1.4 3.2
Transport and communication 0.8 2.8 0.9 -4.9 5.7
Finance, real estate and business services 1.9 2.5 1.1 1.9 2.3
Personal services 1.2 1.0 1.2 0.8 0.7
General government services 1.1 1.4 1.9 -0.4 1.5
Tertiary sector 1.1 2.7 0.3 -0.4 2.6
GDP at market prices 2.3 3.1 -2.6 -0.4 2.2

Source: StatsSA, Absa Research

Figure 2: Household consumption also recovered sharply in Q3 18 

Source: StatsSA, Absa Research

From a demand-side perspective, household consumption expenditure recovered sharply in Q3 
18 by 1.6% q/q saar, after a big contraction in Q2 (Figure 2), thereby contributing 1.0pp to overall 
quarterly GDP growth rate. Of the four broad household consumption categories, semi-durable 
goods showed the biggest improvement, rising 6.0% q/q saar in Q3, after a 2.3% q/q saar 
contraction in Q2. Similarly, non-durables registered a 4.5% q/q saar increase compared with a 
contraction of 2.0% q/q saar in Q2. A strong pick-up of 9.6% q/q saar in vehicle sales pushed up 
durable goods consumption to -0.9% q/q saar, significantly up from -7.7% q/q saar in Q2, albeit 
still in negative territory. Discouragingly, services, which account for 43% of total household 
consumption, were down 1.2% q/q saar. We attribute much of the weakness in household 
consumption in Q2 18 to the VAT increase, which sucked a lot of timing-discretionary purchases, 
particularly on big ticket items, forward from Q2 into Q1. However, the strength of the rebound in 
Q3 18 is also a little surprising to us, given various headwinds to consumption.

We have argued before that various headwinds against the consumer continue to persist. A weak 
labour market is probably the most important of all. The latest Quarterly Employment Statistics 
reported that a further 16k formal sector jobs were shed in Q3 18, primarily in the manufacturing 
and construction sectors (Figure 3). Additionally, income growth is slowing. StatsSA reported that 
average monthly earnings were estimated to have grown just 5.0% y/y in Q3 18, even though the 
public sector wage uplift kicked in during that quarter, such that the growth in aggregate nominal 
compensation of employees has fallen to record lows (Figure 4). Other important headwinds were 
the big increase in petrol prices from March onwards (now substantially abated) and the ongoing 
weakness of household credit growth. 

South Africa began to grow modestly again in 
H2 18, with big increases in agricultural and 
manufacturing output, as well as tertiary sector 
activities

Strong recovery in household consumption 
expenditure owed to durable and semi-durable 
goods

Big headwinds to household consumption 
persist
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Figure 3: Formal sector employment has been broadly stagnant

Source: StatsSA, Absa Research

Figure 4: Deceleration of wage settlements and compensation 

Source: SARB, Absa Research

After reaching extraordinary elevated levels in H1 18, consumer confidence fell sharply to 7 points 
in Q3 from 22 points in Q2 (Figure 5). Sentiment was down across all income groups but the fall 
was most notable in low income consumers, with the sub-index for them plunging by 28 points to 
-8. Meanwhile, TransUnion’s Consumer Credit Index (CCI) continued its downward trend, falling 
by 1 index point to 51 in Q3 18, still just above the 50-mark that ostensibly separates improving 
credit health from a deterioration (Figure 6). Furthermore, data released by the National Credit 
Regulator in mid-December showed a tightening credit market, with a fairly sharp rise in rejection 
rates on new consumer credit applications (Figure 7), and another modest pick-up in arrears 
(Figure 8), as well as some indirect evidence that consumers are rolling loans, and with much of 
the marginal increase in consumer credit growth (from 3.8% y/y at end-2017 to 5.5% y/y in 
November) driven by unsecured credit. With a stagnant jobs market, moderating confidence and 
weakening credit health, consumer spending faces several headwinds, though these will be at 
least partly offset by two tailwinds: the recent fall in fuel prices and the introduction of National 
Minimum Wage at the start of this year. We expect household consumption expenditure to have 
grown 1.5% in 2018, and forecast growth of 1.5 for 2019 and 1.9% in 2020.

Figure 5: Consumer confidence has slumped from H1 highs

Source: BER, Absa Research

Figure 6: Consumer credit health appears to be weakening 

Source: TransUnion, Absa Research

Household confidence levels have normalised in 
Q3 18

 - Lelanie Boulle
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 Figure 7: Rejection rate on consumer applications for credit has risen

Source: National Credit Regulator, Absa Research

Figure 8: Arrears are grinding higher

Source: National Credit Regulator, Absa Research

Regrettably, although household consumption expenditure recovered, fixed investment spending 
slumped in Q3 18 by 5.1% q/q saar, sufficient to subtract 1.0pp from overall GDP growth. Declines 
were largely seen in activities associated with construction works, transport equipment and non-
residential construction. Private sector investment in particular continued to deteriorate, falling 
4.0% q/q saar (Figure 9). The deterioration is not particularly surprising considering that business 
sentiment remains gloomy. Despite President Ramaphosa’s political progress and growth 
initiatives such as the Investment Summit, the BER Business Confidence Index (BCI) fell further to 
31 points in Q4 18 from 34 in Q3, indicating that 7 out of 10 South African businesses are not 
confident (Figure 10), with pessimism reigning in all 5 business sectors comprising the BCI. 
Similarly, two confidence surveys that are not part of the BCI were also weak. The Agbiz/IDC 
Agribusiness Confidence Index fell to a nine-year low in the fourth quarter to print at 42, down 
from 48 in Q3, while the BER Civil Construction Confidence Index printed at just 18 in Q4.

Figure 9: Fixed investment spending has shrunk since 2017…

Source: StatsSA, Absa Research

Figure 10: …as business confidence has remained weak

Source: Bureau for Economic Research, Absa Research

Elsewhere in the GDP expenditure components, the picture was mixed. A big inventory rebuild in 
Q3 18 (after a big inventory drawdown in Q2) was the biggest single contributor to GDP growth, 
adding 2.8pp to the overall GDP growth of 2.2% q/q saar. Meanwhile, final consumption 
expenditure by the general government increased by 2.2% q/q saar in Q3, adding 0.4pp to the 
growth rate. While exports performed strongly in Q3, growing by 24.2% q/q saar compared with 
12.7% q/q saar in Q2, net exports dragged on growth, given the relatively bigger surge in imports 
of 26.7% q/q saar in Q3 compared with 4.0% q/q saar in Q2. Overall, net exports shed 0.9pp from 
overall GDP in Q3. 

So far, high frequency indicators point to a relatively strong start to Q4 18. In particular, 
manufacturing output jumped sharply by 1.1% m/m sa in October and another 0.7% m/m sa in 
November. (These strong prints were quite surprising given that in October the Absa PMI was at a 
15-month low of 42.4 before some recovery to 49.5 in November. It then rose further to 50.7 in 

Weak business confidence no doubt contributed 
to the sharp slump in fixed investment spending 
in Q3 18

Net exports dragged on growth in Q3 18, as a 
huge import surge offset a big rise in exports

Available activity data for October point to 
further growth in Q4 18, which would leave 
South Africa with a 0.7%y/y GDP growth rate for 
2018 as a whole
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December, the first print above the neutral mark since May 2017, offering some hope that the 
December output might also have been quite robust.. We note, however, that the PMI has been 
very volatile in recent months and the results ought to be read with caution. Meanwhile, mining 
production also started Q4 on a solid footing, surging by 3.3% m/m sa in October compared with 
0.7% m/m sa in September. Retail sales in October were also stronger than expected, despite 
higher petrol prices peaking during the month, with a 0.6% m/m sa gain, following a 0.7% m/m 
contraction in September. However, the ongoing strike at Sibanye from late November suggests 
that gold output remained under pressure in November and December. Meanwhile, passenger car 
sales data in Q4 18 were pretty much flat on Q3 18 after adjusting for seasonal factors.  Overall, we 
forecast real GDP growth of 1.5% q/q saar in Q4 18, with the data to be released on 5 March. Absent 
any big revisions to historical data, this should leave South Africa with a 2018 GDP growth rate of 
0.7%.

Figure 11: Both PMIs improved, though still in contraction territory 
 

Source: Bureau for Economic Research, Markit, Absa Research

Figure 12: Household spending is constrained 

Source: StatsSA, NAAMSA, Absa Research

Looking further ahead, we do not see any reason to be especially bullish about South Africa’s near- 
to medium-term growth prospects. The economics of growth is complicated, but countries can 
expand GDP by increasing either the capital or labour inputs to production processes or by 
adopting new technologies or new modes of commercial organisation to improve productivity.  
Absent a pick-up in business confidence, it is hard to see investment picking up much from its 
current insufficient 18.5% of GDP. And increased utilisation of South Africa’s substantially 
unemployed labour force is deterred by weak skill levels and sclerotic labour markets. Meanwhile, 
the policy alchemy required to catalyse stronger productivity growth remains mysterious and 
probably largely unrealised. Mining is probably key to South Africa’s growth prospects. However, 
it remains to be seen if the recently improved regulatory environment will engender strong 
investment in the sector, which accounts for about 8% of GDP directly, but has strong forward and 
backward linkages into manufacturing and business services. In the near term, the return of load 
shedding could bode ill for production volumes and general sentiment, with Eskom warning that 
load shedding could resume in 2019. Material drought risks continue to linger as well, with below 
average rainfall in the central and western parts of the country, such that many farmers have 
missed the optimal planting window for the key maize harvest. We forecast GDP growth of 1.5% 
in 2019 and 1.9% in 2020. These forecasts are based on a middle-of-the-road scenario for policy 
settings in the wake of the 2019 elections, but the inherent political and policy uncertainty 
generates many potential paths for the economy.

Modest inflation, with ongoing uncertainty about upside inflation risks

South Africa’s current inflationary dynamic appears relatively benign, with negligible inflationary 
pressure aside from the huge surge in fuel prices between March and November. Fuel prices, which 
comprise 4.6% of the CPI basket, posted a 23.1% y/y inflation rate in November, but the remaining 
95.4% of the CPI basket posted an inflation rate of just 4.2% y/y. However, since November, petrol 
prices have since fallen so steeply (by 10.9% m/m in December and 8.1% m/m in January) that 
they are now subtracting from headline y/y inflation, rather than adding to it (Figure 13). And, in 
general, core CPI inflation has manifested more downside than upside surprises (Figure 14). 

Scant evidence of much inflationary pressure 
aside from fuel prices, but these are now easing 
sharply

We forecast growth of 1.5% in 2019

 - Lelanie Boulle
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Overall, there is so far very little evidence of second-order or pass-through effects from the weaker 
currency or the 1pp VAT increase earlier this year into tradable goods (Figure 15). As for higher fuel 
prices, the only observable knock-on effect was to public transport price inflation, which jumped 
to 6.8% y/y as taxi drivers and airlines pushed up fairs in response to higher fuel costs (Figure 16). 
The PPI is also reassuring on this point; excluding petroleum products, the PPI for final 
manufactured goods was just 3.9% y/y in November. The cumulative decline in fuel prices in 
December and January will shave 0.8pp off the headline CPI, such that the 5.2% y/y print for 
headline CPI in November is likely to be a near-term peak. We see headline CPI inflation averaging 
just 4.7% in Q1 19. 

Figure 13: Fuel prices are now subtracting from the overall CPI

Source: StatsSA, Absa Research

Figure 14: More downside than upside surprises in core CPI 

Source: Bloomberg, Absa Research

Figure 15: Manufactured tradable goods show no pass-through inflation

Source: StatsSA, Absa Research

Figure 16: Some pass-through of fuel prices to public transport 

Source: StatsSA, Absa Research

However, while it is clear that inflation is currently subdued, it does seem likely to rise anew from 
Q2 19 onwards, though just how fast and how high remain somewhat uncertain. Negatively, 
inflation expectations have risen in the past handful of quarters (Figure 17), but positively, wage 
settlements and unit labour costs have decelerated sharply, such that in Q2 18 they grew just 3.6% 
y/y, the slowest pace of growth in over a decade (Figure 18).

Inflation expectations have edged up, but wage 
settlements appear to be slowing

 - Lelanie Boulle
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Figure 17: Inflation expectations have edged up from their Q1 18 low 

Source: Bureau for Economic Research, Absa Research

Figure 18: Unit labour costs have slowed 

Source: SARB, Absa Research

However, we do see ongoing upside inflation risks from electricity prices, with the National Energy 
Regulator of South Africa’s decision on Eskom’s 15% standard tariff application due on 1 March. 
Even if NERSA sharply scales back the standard tariff award, there are still sizeable upside risks to 
our 8% electricity price hike assumption for 2019, given that Regulatory Clearing Account tariff 
adjustments to be implemented this year already amount to a 4% uplift. We also see the current 
drought as generating upside risks to food prices (which constitute 17.2% of the CPI basket and 
which currently are experiencing an overall inflation rate of just 3.4% y/y). Grain prices have 
already risen sharply, wheat by 20% over the last year and maize by half (Figure 19). However, we 
believe the good domestic grain stockpiles should limit the increase and keep overall food prices 
more or less contained – but the risks lie to the upside (Figure 20).

Figure 19: Grain prices have surged this year

Source: SAFEX, Absa Research

Figure 20: Food prices drive much of the overall CPI trend

Source: StatsSA, Absa Research

We also see upside inflationary risks if the rand lurches weaker, whether as a result of a Moody’s 
rating downgrade or a surge in global risk aversion. There is a lively debate about whether South 
Africa will experience a burst of pent-up pass-through from exchange rate depreciation once 
demand picks up again, but we are inclined to view FX pass-through effects as probably ‘lower’ 
rather than just ‘slower’. (In contrast, the SARB’s inflation model still embeds a 20% pass-through 
coefficient, which is one reason why its inflation forecasts are higher than Absa’s, see Monetary 
Policy section, page 13). Key to our inflation forecast is our assumption that that USDZAR rises to 
14.80 by Q4 19 and 15.60 by end-2020, and that Brent rises back to USD69.0/bbl in Q4 19 and 
USD71.4/bbl in Q4 20 (in line with the Bloomberg consensus although current spot prices suggest 
downside risk to this assumption). We forecast that core CPI inflation will rise from 4.4% in Q4 18 
to 4.8% in Q4 19 and 5.1% in Q4 20 as the output gap narrows. However, even with the assumed 
rebound in crude oil prices, base effects in petrol prices will likely see headline CPI track more or 
less sideways in 2019 to hit 4.6% in Q4 19 and then 5.3% in Q4 20. In other words, though both 
headline and core CPI inflation are projected to rise over the forecast period, we do not see them 
breaching target. 

Electricity and food prices remain potential 
upside risks for the inflation outlook

The exchange rate remains an upside risk to 
inflation, though in general we believe pass-
through has declined 
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Modest widening of current account but portfolio capital flows are vulnerable

South Africa’s monthly trade balance data are inherently volatile, but have exhibited a trend 
deterioration over the last year, as import growth (in nominal rand terms) has outpaced export 
growth (Figure 21). Much of this trend, however, has been due to mounting crude oil prices (Figure 
22). Now, the 22% collapse of the crude oil price since end-October offers some succour, but this 
benefit could be offset in the short run by lower gold exports due to the Sibanye strike and also by 
higher diesel imports to fuel the open cycle gas turbines, as Eskom experiences elevated 
breakdowns at its coal-fired plants due to insufficient maintenance. Commodity export prices 
remain flat and are unlikely to pick up in the face of a global growth slowdown (Figure 23). Overall, 
we expect South Africa’s imports to pick up as domestic demand recovers, but only a muted export 
response to the weaker exchange rate, given weakening global growth and limited willingness of 
producers of tradable goods in South Africa to invest in export capacity. Consequently, we forecast 
the current account tracking pretty much sideways at 3.8% of GDP in 2019 (Figure 24). 

Figure 21: Small surplus in November after two small deficits 

Source: SARS, Absa Research

Figure 22: Oil imports should dip with lower prices 

Source: SARS, Thomson Reuters, Absa Research

Figure 23: Export commodity prices are stagnant

Source: Thomson Reuters, Absa Research

Figure 24: Current account deficits are fairly well contained

Source: SARB, Absa Research

In general, we see the main risk to South Africa’s overall balance residing in the capital, rather than 
current account. Notwithstanding President Ramaphosa’s USD100bn investment drive, we do not 
see a big pickup in FDI-related FX inflows. And portfolio capital flows are volatile and have been 
materially negative since April, amounting to ZAR173bn, about 3.5% of 2018 GDP, between May 
and December (Figure 25). Some of these may have been offset by other forms of capital inflow, 
such as shifts in bank deposits. But the reality is that portfolio capital flows will remain sensitive 
to potential domestic shocks, such as a possible credit rating downgrade, or political noise, or 
shifts in risk appetite globally. Fortunately, South Africa does enjoy some sizeable buffers in its 
balance of payments, not least a sizeable positive net international investment position (reflecting 
huge outward FDI and portfolio investment by South African corporates, institutional investments 
and individuals) worth ZAR799bn, a little over 16% of estimated 2018 GDP as of end-September 
(Figure 26).

The fall in oil prices should help South Africa’s 
trade and current account balances in the near 
term

Portfolio capital flows have been sizeably 
negative since May this year and remain 
vulnerable to domestic shocks and shifts in 
global risk appetite
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Figure 25: Balance of payments risk sits with portfolio capital flows

Source: SARB, JSE, Absa Research

Figure 26: Net international investment position is a sizeable BoP buffer 

Source: SARB, Absa Research

Fiscal weakness is a huge policy challenge for the government

We view the 2019 Budget to be presented by Finance Minister Mboweni on 20 February as critical. 
The Medium Term Budget Policy Statement (MTBPS) revised the main budget deficit target for 
FY18/19 wider to 4.3% of GDP from 3.8% of GDP, largely as a result of a ZAR20bn increase to VAT 
refunds to catch up on a backlog, thereby reducing net tax collections. (The total shortfall in net 
tax collections relative to the original 2018 Budget target was projected in the MTBPS to be 
ZAR27.4bn on an assumption of nominal GDP growth of 6.9% and a tax buoyancy of 1.21.) We 
accept that the widening of the budget deficit target in the current fiscal year reflects a meritorious 
effort by South Africa Revenue Service (SARS) to regularise its VAT credit book after prior 
maladministration. However, we are concerned that the MTBPS also revised substantially wider 
the main budget deficit targets for the subsequent years in the planning horizon (from FY19/20 to 
21/22) by about half a percentage point of GDP – although this reflects weaker revenue projections 
rather than expenditure slippage (Figure 27). Nonetheless, with the main budget deficit projected 
to track more or less sideways above 4% of GDP, the primary balances are left still mired in the 
red. This is far too lax a fiscal stance to stabilise debt to GDP, which is now only projected by the 
National Treasury to begin to plateau in 2023/24 at best (Figure 28). There are of course inevitable 
upward debt management risks from higher interest rates, a weaker rand and increased inflation. 
For example, a 10% increase in USDZAR would lift the debt ratio about half a percent of GDP 
(Figure 29).

Figure 27: Budget deficits were widened out sharply in the MTBPS

Source: National Treasury, Absa Research

Figure 28: Debt to GDP now only projected to begin plateauing in 2023/24

Source: National Treasury, Absa Research

2019 Budget is key, with the MTBPS having 
failed to demonstrate a convincing 
consolidation path

 - Lelanie Boulle



ABSA | South Africa Q1 19 Quarterly Perspectives 

11 January 2019  11

Figure 29: Sensitivity of debt stock and debt service costs 

ZARbn
Debt service 

costs Debt stock
Effect of a 10% change in: 

    Interest rates 4.1 11.0

    USDZAR 2.0 28.4

    Headline CPI 0.1 3.1

Source: National Treasury, Absa Research

Figure 30: Sensitivity of tax collections to GDP and buoyancy assumptions 
ZARbn  Nominal GDP growth, %
  6.0 6.5 6.9* 7.5 8.0

1.0 -28.1 -22.0 -17.5 -9.9 -3.8
1.1 -20.8 -14.1 -9.2 -0.7 6.0

1.21* -12.8 -5.4 0.0 9.3 16.7
1.3 -6.2 1.7 7.5 17.5 25.4
1.4 1.1 9.6 15.9 26.6 35.1

Tax buoyancy 
scenarios

1.5 8.4 17.5 24.3 35.8 44.9
* 2018 MTBPS assumptions.  Source: National Treasury, Absa Research

At the time of the MTBPS, in contrast to past practice, the National Treasury declined to signal any 
intent to further narrow the deficit in the upcoming Budget, having implemented a range of 
sizeable tax increases and modest expenditure cuts in recent years. However, in his speech and in 
subsequent commentary, Minister Mboweni (who was only appointed after the MTBPS was set in 
stone) has taken a somewhat more hawkish tone. We believe he is probably keen to secure a 
tougher fiscal stance in the 2019 Budget than the 4.4% of GDP deficit target pencilled into the 
MTBPS for FY19/20, given that the relentless upward rise in public indebtedness is sapping 
confidence and dragging on South Africa’s creditworthiness. However, even though Mboweni 
would seem to have more political capital than his predecessor, given his high placement in the 
ANC’s National Executive Committee rankings, he still likely does not have a great deal of room to 
manoeuver, given probable political resistance to big expenditure cuts ahead of elections and 
pressures of further funding for struggling municipalities as well as provincial and national 
government departments. Most notably, as part of the presidential Jobs Summit in October, the 
government undertook not to impose mandatory retrenchments in the public sector – though a 
fairly high natural attrition rate – which the National Treasury disclosed was as much as 6% per 
year – might still allow it to shrink the bloated public sector wage bill over time. At 14% of GDP, 
including municipal employees, South Africa’s public sector compensation as a share of GDP is 
one of the highest in the world, exceeded only by a handful of countries such as Denmark, Norway, 
Kiribati and Namibia. Cutting overall expenditure will also be challenging due to the big demands 
of state-owned companies (SOCs) for bailout funding (see below). 

Fortunately, on the revenue front, we are hopeful that tax buoyancy might recover faster than the 
National Treasury currently projects. Tax collections are highly sensitive to 
assumptions/projections about growth, inflation and tax buoyancy (Figure 30). For example, at a 
nominal GDP growth rate of 6.9% (the MTBPS assumption), a buoyancy rate just 0.09 higher than 
the Treasury’s assumption of 1.21 would translate to a revenue overshoot (relative to the MTBPS 
target) of almost 0.15% of GDP. We believe the National Treasury’s buoyancy assumptions for the 
upcoming fiscal years of 1.17, 1.07 and 1.04 look fairly conservative, especially since President 
Ramaphosa is likely to appoint a new SARS Commissioner fairly imminently, now that the courts 
have rejected the attempt of the former incumbent, Tom Moyane, to have his dismissal 
overturned. (Of course, the appointment of a new Commissioner is only the first step in re-staffing 
and rehabilitating SARS.) Interestingly, two statements issued by the National Treasury on 20 
December suggested that the OECD Base Erosion and Profit Shifting initiative may be opening up 
some easy (if small-scale) wins on corporate income tax collections. However, our optimism on 
the buoyancy front is offset to some degree by a relative pessimism on South Africa’s nominal GDP 
outlook. We have a much more muted forecast for inflation, expecting that the CPI will average 
4.8% in FY19/20 as opposed to the Treasury’s 5.4% MTBPS assumption, and hence we forecast 
nominal GDP growth of just 5.6% in FY 19/20, versus Treasury’s 7.3% forecast for nominal GDP. 
(However, weaker-than-budgeted inflation does help limit public sector pay increases the 
following fiscal year, with a 0.5pp differential worth about ZAR3bn savings for the state on its 
employee compensation bill.)  

State-owned companies greatly add to fiscal and macroeconomic risk

Financial, operational and structural challenges at troubled state-owned companies such as 
Eskom are a big fiscal constraint and drag on creditworthiness. The MTBPS pencilled in ZAR9.1bn 
bailout funding for South African Airways (SAA), SA Express and South African Post Office for the 
current fiscal year, but contained these within the existing overall expenditure envelope, thanks 

We believe Finance Minister Mboweni would like 
to narrow the deficit further, but he appears to 
have scant scope to cut spending 

Revenue collections might have some room to 
surprise on the upside 

Contingent fiscal risks from financially 
challenged state-owned companies remain a 
huge problem 
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to usage of the contingency reserve and underspending in other areas. However, we think that 
there is likely to be ongoing pressure for further bailout spending, given sizeable operational 
challenges and financial losses at a range of SOCs. For example, SAA has asked the government 
for ZAR21bn over the next three years. Interestingly and encouragingly, in December, the 
government has acknowledged receiving an unsolicited bid of ZAR21bn for 51% of SAA’s equity, 
but the Department of Public Enterprises has – rather curiously – opined that it needs to stabilise 
SAA operationally and financially first. Other loss-making SOCs, such as Denel, the armaments 
manufacturer, the South African National Roads Agency, and the South African Broadcasting 
Corporation may also have a need for further public support in the medium term. 

And of course, there is Eskom, which by virtue of its central role in the South African economy, and 
the scale of its borrowings (ZAR419bn, or 8.4% of 2018 GDP, with some ZAR252bn of this 
guaranteed by the government), is the biggest concern. Eskom has promised a comprehensive 
corporate turnaround plan some time in Q1 19, focusing on cost containment and revenue 
security. Already Eskom has made a start to downsizing its bloated workforce, by retrenching a 
number of top executives in December. However, Eskom’s proposal to transfer ZAR100bn of its 
debt to the government’s balance sheet has already been rejected by both President Ramaphosa 
and Finance Minister Mboweni, with the National Treasury for now sticking to its position that any 
bailouts for SOCs must be deficit (and hence debt) neutral. Possibly, Eskom can continue along 
without any liquidity support from the government for a while, but there are big unresolved 
challenges in rehabilitating its existing generation capability, delivering quickly and inexpensively 
on its two big power projects, cutting costs and strengthening its finances back to sustainability. 
And of course, the National Energy Regulator of South Africa (NERSA) also looms as a source of 
uncertainty, with its decision on Eskom’s tariff hike expected on 1 March. On past practice, NERSA 
seems unlikely to grant Eskom the full 15% per annum tariff hike it has asked for, but just what it 
decides is clearly key for the utility. A tariff award of, say, half of the 15% that Eskom applied for 
would equate to a revenue loss of some ZAR13bn per year. Meanwhile, President Ramaphosa’s 
appointment in mid-December of an expert task team to advise on all aspects of ‘the Eskom 
question’ raises the prospects of a comprehensive restructuring, including possibly unbundling. 
The task team is due to make its initial recommendations by 29 January.

Monetary policy: scant reason to hike in the near term, but rand remains a risk

Forecasting the decisions of the SARB Monetary Policy Committee (MPC) is particularly 
challenging right now, as evidenced by its split 3:3 vote to hike at the last MPC, and the subsequent 
resignation of one of the MPC members. While there is scant evidence of much inflationary 
pressure right now, there is still a valid debate about whether or not various inflation risks will 
materialise, and their likely effect if they do materialise. We tend to take a more sanguine view 
than the SARB did at its last MPC forecasts conducted in November. Firstly, the SARB still embeds 
a 20% FX pass-through coefficient into its modelling efforts, which is probably one of the reasons 
why its headline and core inflation projections are materially higher than ours (Figures 31 and 32). 
As mentioned above, we think pass-through is more ‘lower’ than just ‘slower’. Secondly, at least 
for the near term, we think the SARB was probably too pessimistic on oil prices, with its 
assumption in the last MPC forecast round of a USD73/bbl average price for Brent in 2019. The 
Bloomberg consensus (which we use in our forecast) currently expects Brent to average 
USD68.2/bbl 2019, but the current spot rate of USD58.4/bbl is clearly well below this, suggesting 
some downside risk for both our and SARB’s forecasts. Our macroeconomic model forecasts that 
headline CPI inflation will average 4.7% in 2019 versus SARB’s forecast of 5.5%, and that core CPI 
will also average 4.7% versus the SARB’s forecast of 5.3%. We think the MPC will likely have to 
lower its inflation forecasts at the MPC statement on 17 January. 

SARB’s inflation forecasts are quite more 
pessimistic than ours

Eskom is a major issue for South Africa’s fiscal 
and macroeconomic outlook
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Figure 31: Absa’s headline CPI forecast is lower than SARB’s…

Source: SARB, StatsSA, Absa Research

Figure 32: …and this comes through in core CPI as well

Source: SARB, StatsSA, Absa Research

Meanwhile, the FRA curve, which had been forecasting a fairly aggressive tightening path in the 
wake of the last MPC, has now flattened dramatically, in part because rate hike expectations in 
the US have also eased sharply in the wake of the December FOMC meeting (Figure 33). The South 
African FRA curve currently projects 12bp of tightening (i.e., a less than 50% chance of a 25bp rate 
hike) over the next 12 months (Figure 34). However, notwithstanding a slight shift in the MPC’s 
reaction function, as evidenced by its justification of its last rate hike as being for risk mitigation 
purposes with scant inflation and low oil prices, we believe the SARB will leave the repo rate on 
hold until demand recovers, which we believe is only likely once South African elections are out of 
the way and some of the global uncertainty diminishes. We forecast that the next move will be a 
hike in September 2019. However, there is a caveat or risk to this view, and that remains the rand. 
Although there is limited evidence of big pass-through to inflation, a sizeable weakening of the 
rand, for one reason or another, would probably elicit some response from the SARB. 

Figure 33: Recently the FRA curve has flattened sharply

Source: Thomson Reuters, Absa Research

Figure 34: The FRA curve prices in 12bp of tightening over the next year 

Source: Thomson Reuters, Absa Research

Credit ratings probably sliding over the long run without stronger policy

Absent stronger policies to consolidate the fiscal deficit, strengthen the systemically important 
Eskom and kick start growth, South Africa’s creditworthiness would seem likely to suffer a slow 
deterioration. However, President Ramaphosa and his team have shown strong desire to put 
South Africa to rights and, most observers, including probably the rating agencies as well as 
ourselves, would likely agree that the tough decisions, whether it be on cutting back public 
expenditure, liberalising labour markets or unbundling Eskom, will only be (potentially) 
forthcoming after the elections in May. Moreover, with Stable Outlooks on their ratings, all three 
rating agencies will likely give warning of any potential move by cycling through a directional 
outlook change first. A move to a Negative Outlook from Moody’s if the 2019 Budget is 
disappointing cannot be ruled out. Moody’s is due to issue a rating review next on 29 March 
(followed by 1 November) and S&P will opine on 24 May and 22 November. Fitch does not 
preannounce its dates, but follows roughly the same schedule as S&P. 

We continue to forecast the next rate hike in 
September 2019

South Africa’s credit ratings are likely tilted in 
the downward direction, but agencies will 
probably stay on hold until after the elections to 
see if the resulting government will strengthen 
policy settings
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Slightly more constructive on the rand in 2019

After ending 2018 at R14.34/USD (forecast: 14.25/USD), we now expect the ZAR to be at 14.30/USD 
by the end of Q1:19 (previous: R14.50), 14.50/USD by mid-year (previous: 14.70), R14.60/USD by 
the end of Q3 19 (previous: 14.80) and R14.80/USD by year end (previous: 15.00). Given that we 
expect SA GDP growth to pick up this year, at a time when US growth is likely to slow, this explains 
why our structural ZAR model (which captures the ZAR’s fundamental drivers) now implies a fair 
value of R14.77/USD (previous quarter 14.95/USD). Although US rate hike fears have subsided in 
recent weeks and USD strength has run out of steam, lingering US/China trade tensions and 
persistent uncertainty about Brexit help justify why our Peer ZAR model (which captures global 
ZAR drivers) still has a fair value estimate of R14.10/USD. Hence, when we combine the latest 
outputs of these two ZAR valuation models, we have decided to lower our previous ZAR 
projections by 20c throughout the year. 

Figure 35: Rand has strengthened recently

Source: Thomson  Reuters, Absa Research

Figure 36: ZAR projection slightly weaker than forwards 

Source: Bloomberg, Absa Research

Figure 37: Some growth acceleration against a backdrop of modest inflation 
 2018 2019       

 Q1 Q2 Q3 Q4F Q1F Q2F Q3F Q4F 2017 2018F 2019F 2020F 2021F 2022F

Output (% q/q saar)               
Real GDP -2.6 -0.4 2.2 1.8 1.6 1.8 1.9 2.7 1.3 0.7 1.7 2.1 2.1 2.2
Real GDP (%y/y) 1.4 0.6 0.6 0.2 1.2 1.7 1.7 2.0 1.3 0.7 1.7 2.1 2.1 2.2
Private consumption 1.0 -1.1 1.6 1.8 1.6 1.4 1.8 2.1 2.2 1.5 1.5 1.9 1.9 2.0
Public consumption 1.4 0.8 2.2 1.0 0.6 0.5 0.5 0.5 0.6 1.4 0.8 0.5 0.5 0.5
Investment -3.4 -0.7 -5.1 1.2 1.9 2.3 2.6 2.8 0.4 -0.6 0.9 2.8 3.3 4.0
Exports -17.4 12.7 24.2 -2.6 1.3 1.8 1.8 1.9 -0.1 2.7 4.0 2.0 2.2 2.0
Imports -7.0 4.0 26.7 -1.6 -1.0 -0.9 1.0 1.2 1.6 4.8 2.7 1.1 1.9 2.0
Prices (% y/y)               
CPI inflation 4.1 4.5 5.0 4.9 4.7 4.7 4.6 4.6 5.3 4.6 4.7 5.2 5.1 5.1
Core CPI inflation 4.1 4.4 4.2 4.3 4.5 4.6 4.7 4.8 4.7 4.2 4.7 5.0 5.0 5.1
PPI inflation 4.3 5.0 6.2 6.3 5.9 5.9 5.8 5.8 4.9 5.5 5.8 5.6 5.6 5.6
External and government accounts (% of GDP)            
Current account -4.6 -3.4 -3.5 -3.7 -3.7 -3.7 -3.8 -3.8 -2.4 -3.8 -3.8 -4.0 -4.1 -4.2
Main budget fiscal balance* n/a n/a n/a n/a n/a n/a n/a n/a -4.4 -4.3 -4.4 -4.3 -4.2 -4.0
Main primary balance* n/a n/a n/a n/a n/a n/a n/a n/a -1.0 -0.7 -0.6 -0.5 -0.2 0.0
Government debt* n/a n/a n/a n/a n/a n/a n/a n/a 52.7 55.8 56.1 57.4 58.5 59.2
Interest rates and exchange rate (eop)             
Repurchase rate, % 6.75 6.50 6.50 6.75 6.75 6.75 7.00 7.00 6.75 6.75 7.00 7.25 7.25 7.25
Prime rate, % 10.25 10.00 10.00 10.25 10.25 10.25 10.50 10.50 10.25 10.25 10.50 10.75 10.75 10.75
ZAR per USD 11.84 13.73 14.14 14.35 14.30 14.50 14.60 14.80 13.31 13.51 14.55 15.31 16.11 17.44

Source: SARB, StatsSA, National Treasury, Thomson Reuters, Absa Research

We have become slightly more constructive 
about the ZAR for 2019. 
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Figure 38: Assumptions are key to the macroeconomic forecast

Variable Absa assumption
(January)

SARB assumptions 
(November MPC) General comments and risks to our assumptions

Key Global Economic Assumptions

Global growth

G7 GDP growth of 2.0% and 1.7% 
for 2019 and 2020, respectively. 
China growth of 6.3% and 5.9% for 
2019 and 2020, respectively. 

Growth of SA’s major trading 
partners is projected to be at 3.5% 
in 2019 and 2020.

Absa’s and SARB’s global assumptions for model inputs are 
not strictly comparable. The global economy continues to 
expand moderately but the growth has become less 
synchronised. The threat of an escalation in protectionist 
trade policies continues to be a downside risk, but may be 
easing a little.

Brent crude

Using Bloomberg consensus 
forecasts as a base, we assume 
Brent to average USD68bbl in 2019 
and USD70bbl in 2020.  

Brent averages USD73/bbl in 2019 
and 2020.

The Brent crude oil price has collapsed in the last two 
months to about USD58/bbl currently. However, in line with 
consensus, we have assumed some pick up in the coming 
months as OPEC countries may cut supply.  

Non-oil commodity 
prices

We use Bloomberg consensus 
forecasts for 2019-20 as a base: 
Gold in USD/oz at 1256 and 1280; 
Platinum in USD/oz at 1033 and 
1085; Coal USD/mt at 87 and 78; 
Iron ore in USD/mt at 69 and 66.

The SARB does not reveal any 
specific commodity price 
assumptions. Instead it assumes 
international commodity prices to 
increase by 0.5% in 2019 and 1.5% 
in 2020.

Absa and SARB commodity price assumptions are not 
strictly comparable. The Bloomberg consensus, which 
guides our baseline, is for moderately higher gold and 
platinum prices. However, the consensus sees the iron ore 
and coal prices being on a downward trajectory. The 
strength of global GDP growth, and Chinese GDP growth in 
particular, remains key for industrial commodities. 

Key Domestic Economy assumptions

Food prices

We expect food prices to gradually 
pick up in the forecast period, 
averaging 4.7% in 2019 and 5.5% 
2020.  

According to the October Monetary 
Policy Review (MPR), food and non-
alcoholic beverages inflation is 
expected to peak at an average of 
5.9% in Q2 2019 before moderating 
again as the VAT effect falls out of 
the base.

Crop prices have picked up gradually over the course of 2018 
partly due to the exchange rate weakness (in the case of 
wheat), but also due to rising concerns that dry conditions 
could significantly weigh on the 2019 summer crop, maize in 
particular.  

Fuel taxes and levies

We assume a 10c/l rise in 
distribution margins each 
December and 25c/l increase fuel 
excise duties each April. This 
equates to an increase of 4.1% in 
2019. 

Taxes and levies on fuel are 
expected to rise by 7% and 6.1% in 
2019 and 2020, respectively. 

The sharp increase in fuel prices in 2018 and growing 
political backlash against fuel prices make VAT on fuel sales 
and any further aggressive hikes on fuel levies unlikely in the 
2019/20 budget, in our view.

Electricity prices
We assume an 8% municipal tariff 
increase in July 2019. This equates 
to an average of 7.7% in 2019. 

The SARB expects average 
electricity increases of 9.7% in 2019 
and 8.8% in 2020. According to the 
October MPR, the SARB assumes an 
8% increase on the electricity price 
for both 2019 and 2020.  

There is still considerable uncertainty about the size of the 
overall tariff increase for consumers in July 2019, but there 
is probably upside risk to our 8% assumption. NERSA’s 
decision on Eskom’s 15% standard tariff application is only 
due on 1 March, but already a 4% uplift from RCA 
adjustments is agreed. 

Growth in 
government 
consumption

We forecast real government 
consumption (G) growth of 0.5% in 
both 2019 and 2020. 

The SARB no longer published its 
assumption for G.

The need to stabilize the growth of government 
indebtedness, the slow pace of economic growth all will 
limit the growth of government consumption.

Potential growth 1.5% in 2019 and 1.7% in 2020. 1.3% in 2019 and 1.4% in 2020.
Assumptions about potential GDP growth are tricky since it 
cannot be directly observed, but is instead estimated by 
using statistical techniques on recent GDP trends. 

Neutral real interest 
rate

Absa’s model makes no explicit 
assumption about the neutral real 
interest rate but we estimate it to 
be around 1.5%.

The neutral real interest rate is 
estimated to be 2.1% in 2019 and 
2.2% in 2020.

Globally there is much debate about what the neutral level 
of real rates is because it cannot be directly observed. 
However, structural economic shifts in the wake of the 
global financial crisis have probably lowered the neutral real 
rates everywhere.  

Exchange rate 

In Absa’s macro model, our 
exchange rate serves as an 
exogenous input. Our baseline 
forecast assumes a NEER 
depreciation of 8.7% and 7.3% in 
2019 and 2020. This equates to a 
REER depreciation of 6.1% and 
4.8% in 2019 and 2020.

The SARB’s QPM model 
endogenously determines the 
exchange rate path, forecasting a 
NEER depreciation of 5.1% in 2019 
and 0.3% in 2020. For 2019 the 
REER is expected to depreciate by 
1.7%. However, it is forecast to 
appreciate by 2.9% in 2020.

The exchange rate assumption is one of the most important 
variables in any forecast, regardless of whether it is set as an 
exogenous assumption or endogenously determined, as 
with the SARB’s new QPM. Exchange rate outcomes that are 
materially different from the path embedded into the 
forecast will have a range of knock on effects on nearly all 
the other macroeconomic variables. The volatility of the 
rand and the uncertainty about its path over the forecast 
horizon generate uncertainty about all the model’s output.

FX pass through to 
CPI

Our current long-term coefficient is 
between 10% and 20%, and the 
short-term pass-through is very 
small at about 5%.

20%- SARB also notes that the 
short-term pass-through 
coefficient is closer to 10%. 

The size of FX pass-through to inflation is hard to pin down 
since it is likely to change over time and be both asymmetric 
and not linear. It can only be teased out of the data with 
extremely sophisticated econometric techniques. 

Interest rates
We expect the SARB to hike the 
repo rate by 25bp in Q3 2019 and 
Q1 2020. 

As with the exchange rate, the 
SARB’s QPM endogenously 
determines an interest rate path, 
which implies three 25bp rate hikes 
before end-2020. 

The FRA market is pricing in a 50% chance of a 25bp hike 
over the next 12 months given the sharp drop in Brent prices 
and easing rate hike expectations in the US. However, the 
rand will remain a key consideration to MPC decisions. 

Source: SARB, Absa Research
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