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Surprising 4:3 vote to hold hawkish 

 As expected, the SARB MPC voted to keep the repo rate on hold at 6.5% today, but the 

narrowness of the decision – with three of the seven MPC members voting for a hike - 

was a surprise to us. Trying to understand their precise reasoning is hard, as the MPC 

statement does not detail individual members’ views, but the big depreciation of the 

rand since the last MPC is likely key here.  

 The MPC has lifted its inflation forecasts for 2019 and 2020 only marginally, with a 

lower starting point for both headline and core CPI to some extent offsetting the 

impact of the weaker exchange rate and high oil prices. Notably, the MPC still is not 

forecasting any breach of target. However, the MPC sees the risks to its central 

forecasts as lying to the upside and growing.  

 However, we believe the MPC is probably overstating the likely trajectory for core 

CPI. With this in mind, and given collapsing domestic demand and the lack of any 

second-round inflationary effects so far, we see a scant reason to hike.  

 However, as revealed today, three MPC members think differently, so the MPC could 

conceivably hike soon if some part of the inflation dynamic worsens further. 

Moreover, the balance of the MPC has probably tilted in a hawkish direction with the 

retirement of one of the seven members.   

Figure 1: Core CPI Inflation 

 

Source: SARB 
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Today, the SARB MPC kept the repo rate unchanged at 6.5% as we and a majority of economists 

had expected. However, given our strongly held view that despite the rand’s recent depreciation 

there was a scant reason to hike, we were surprised by the narrowness of the vote, with three of 

the seven MPC members voting for a 25bp rate increase. Clearly, with an evenly divided MPC, a call 

about what the SARB will do on rates going forward (as opposed to what we think it should do) is 

extremely challenging. After due consideration, we have decided to retain our base case forecast 

that the SARB will leave the repo rate unchanged until Q3 2019. However, we acknowledge 

reasonable possibility that various potential developments could tip the balance on the MPC in 

favour of an earlier hike. 

Interestingly, despite the depreciation of the rand since the last MPC, which the SARB estimated to 

be 7.1% on a trade-weighted basis, its inflation forecasts are pretty much unchanged. The headline 

CPI forecast average for 2018 is unchanged at 4.8%, and up a mere tenth of a point at 5.7% in 2019 

and unchanged at 5.4% in 2020. Admittedly, the projected peak quarterly CPI of 5.9% in Q2 18 is 

two tenths of a point higher than the previous MPC forecast round, but it is still below 6%, i.e. within 

the target. Similarly, despite the exchange rate depreciation since the last MPC, core CPI for 2018 

is now forecast two tenths of a point lower at 4.4%, but a tenth of a point higher at 5.6% in 2019 

and two tenths of a point higher at 5.5% in 2020. 

Notably, however, the MPC’s forecasts for core CPI in the near term are already almost certainly 

too high. Indeed, as Figure 1 shows, the SARB’s own repeated downward revisions to its core CPI 

inflation forecasts since the start of the year is another sign that second-round effects of exchange 

rate shocks and various other shocks are muted. And now, in this MPC round, there are further 

downside surprises in store. Specifically, Wednesday’s CPI release for August produced big 

downside surprises, especially in core, of 4.2% y/y. The SARB’s modelling effort thus has too high a 

starting point for core CPI. Given Wednesday’s release (which was too late to make it into the MPC’s 

forecast run), the SARB’s forecast that core CPI would average 4.4% for Q3 18 implies a sharply 

higher print of 4.7% in September. However, this is unlikely. Instead, we forecast another reading 

of 4.2%, and it could potentially come even lower if the quarterly survey of housing costs (actual 

rentals and owner equivalent rents) shows a big deceleration in September. 

Figure 2: Headline CPI still not projected to breach target 

 

Source: SARB, Absa Research 
 

 Figure 3: Core CPI forecasts for 2019 and 2020 slightly higher 

 

Source: SARB, Absa Research 
 

Given that the SARB MPC statement aims to be a synthesis of the views of the different members, 

rather than an explicit detailing of individual members’ different views, it is hard to understand the 

precise and specific thinking that lay behind these “dissidents” decision to vote for a 25bp increase. 

The exchange rate depreciation would seem to be the most obvious driver here, even though the 

MPC has said on multiple occasions that it does not react to the exchange rate per se, nor even to 

the first round impact of any supply shocks or exchange rate movements. Instead, the MPC has said 

that its reaction function is to stay vigilant and counter any potential second-round effects. With 

that in mind, and with headline CPI not projected by the SARB to breach target, one can question 

why some members felt a hike to be warranted at this stage when there is no evidence of much 

second-round inflation momentum. As we pointed out in our MPC preview, for the 16.2% of the CPI 

basket for which prices are administered, inflation is running at a whopping 12.1% y/y, but the 
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remaining 83.8% of the CPI basket for which prices are determined by the intersect of supply and 

demand in competitive product markets is experiencing extremely low inflation of just 3.7% y/y 

after a 0.1% m/m drop in August. 

However, the MPC makes decisions not only on the basis of what current inflation is, nor on its 

forecasts alone, but also on the balance of risks around its forecasts. In this regard, the MPC’s view 

in the September statement that not only it “assesses the risks to the inflation outlook to be on the 

upside” but that it also “remains concerned about the growing risks to the inflation outlook” (our 

italics) is relevant, as is its opinion that these risks are “mainly” the following: 

 exchange rate risks due to both domestic and external factors; 

 elevated international oil prices; and  

 the possibility of higher electricity tariffs 

 Interestingly, the MPC noted that South Africa had slipped into recession but did not focus greatly 

on the consequences of collapsing domestic demand on the price dynamic, despite the fact that 

the negative output gap is now projected by the SARB to be a fair degree larger (1.3% of GDP in 

2018 compared to 0.9% previously, and 0.8% for 2019 versus 0.4% previously). Nor did the SARB 

MPC offer any comments on what is surely a key issue for the inflation outlook at this juncture: FX 

pass-through. Interestingly, the Quarterly Projection Model still embeds five 25bp rate hikes before 

end-2020, but these hikes are now more back-loaded in the forecast horizon, though the model 

still appears to be penciling in one before the end of this year. But the model’s endogenously 

generated repo rate path is only a guide, and should not be read as a clear signal to what the MPC 

will do. 

 Predicting what the MPC will do henceforth is extremely challenging. Most commentators and the 

FRA market believe that a rate hike is coming by end-March. We believe there is a strong merit in 

our argument that the SARB should sit tight on rates, but have to acknowledge the reality that at 

this juncture at least three MPC members view the matter differently. The fact that this MPC is Brian 

Kahn’s last probably tips the balance on the committee in a somewhat more hawkish direction. To 

the extent that it is possible to glean an individual MPC members’ orientation from their general 

comments over years of interactions, Brian Kahn has probably been one of the more consistent 

doves on the MPC. Moreover, with only six MPC members, a divided 3:3 vote would leave the 

decision in the hands of Governor Kganyago, who is probably on the hawkish side of the spectrum. 

But a divided MPC is fundamentally one that is hard to predict, leaving the repo rate trajectory even 

more data- and rand-dependent (and therefore uncertain) than normal. Given our view that the 

ZAR should stabilise around these levels, that core could undershoot the SARB’s forecasts, and that 

headline CPI will not breach target, we have decided to retain our base case forecast that it will 

leave the repo rate unchanged until Q3 19. But clearly the risks of an earlier move are much higher 

than we had previously assessed. And if there were a renewed bout of rand weakness, or a material 

acceleration of core CPI, or the sudden crystallisation of a potential upside risk, the MPC balance 

could tip in favour of a hike.    
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