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South African Monetary Policy  

A 5:1 vote for hold; upside risks remain 

 The SARB MPC voted 5:1 to keep the repo rate unchanged at 6.75%, in line with 

our forecast and the consensus expectation. We thought the overall tenor of the 

MPC statement was rigorously neutral, neither hawkish nor dovish. 

 The MPC revised down its inflation forecasts slightly, but noted that the 

projections for both headline and core CPI in Q4 19 are only slightly lower than 

the previous forecast and well above the mid-point of the target range. 

 The MPC thinks inflation risks remain biased to the upside (albeit slightly 

dissipated), with two main risks in particular: the market reaction to a possible 

downgrade from Moody’s and higher than anticipated crude oil prices.  

 The SARB appears to be turning more optimistic on growth, perhaps reducing 

the need for further monetary accommodation.  

 The SARB’s Quarterly Projection model continues to endogenously forecast at 

least two and maybe three rate hikes before end-2019, in contrast to the 

market’s pricing of two rate cuts over the next 12 months.  

 We found little in this MPC statement or Q&A session to change our base case 

that the repo rate will be unchanged for the foreseeable future. If the rand 

remains strong and survives a tricky 21 February budget and the Moody’s rating 

review without big weakening, then there may be some room for a rate cut. 

FIGURE 1 

Quarterly Projection Model: Lower near-term inflation and mildly higher growth 

QPM outputs 
January 2018 November 2017 September 2017 

2017 2018 2019 2017 2018 2019 2017 2018 2019 

Real GDP, % 0.9 1.4 1.6 0.7 1.2 1.5 0.6 1.3 1.7 

CPI, % y/y (avg) 5.3 4.9 5.4 5.3 5.2 5.5 5.3 5.1 5.4 

Core CPI, % y/y (avg) 4.8 4.6 5.1 4.8 5.1 5.3 4.8 4.9 5.1 

CA (% of GDP) -2.1 -2.8 -3.4 -2.2 -2.9 -3.2 -2.6 -3.4 -3.8 

Output gap (% GDP) -1.1 -1.0 -0.8 -1.1 -1.1 -0.9 -1.2 -1.2 -0.8 

NEER, % change 9.5 0.6 -3.4 8.9 -5.2 -2.4 10.4 -3.2 -2.9 

REER, % change 13.6 4.0 -0.2 13.0 -1.7 1.1 14.5 0.2 0.4 

Repo rate, % eop 6.8 7.0 7.4 6.8 7.1 7.5 6.8 6.9 7.1 

Source: SARB, Absa Research  
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The SARB MPC voted 5:1 to keep the repo rate unchanged at 6.75%, in line with our 

forecast and the consensus expectation. We thought the overall the tenor of the MPC 

statement was rigorously neutral. We acknowledge that such assessments are inevitably 

subjective, but we found it neither hawkish nor especially dovish. Notably, the SARB has 

revised downwards its headline and core CPI forecasts, especially in the near term. 

Compared to the last run of the Quarterly Projection Model (QPM) at the November MPC, 

projected headline CPI inflation is now expected to be 30bp lower at 4.9% average in 2018 

and 10bp lower in 2019 at 5.4%. Core CPI is now expected to average half a percentage 

point lower at 4.6% in 2018 and 20bp lower at 5.1% in 2019. Significantly, in our view, the 

SARB still projects both headline and core CPI inflation to rise from a Q1 18 low, such that 

the forecast for each in Q4 2019 is now is only a tenth of a point lower than it was at the 

November MPC forecast run. We think this is highly material, given that the SARB’s target 

window in its forward-looking approach to monetary policy is 18-24 months for inflation. In 

other words, investors would do well to remember that at least in terms of the SARB’s 

official inflation targeting philosophy, near-term declines to lower-than-previously-expected 

levels of inflation should not in any way motivate the SARB to cut rates. It is quite forward 

looking, perhaps more so than the market, on this issue.   

The SARB stated that the main reason for improvement in the inflation trajectory is the 

exchange rate assumption, which impacts particularly on petrol prices and core goods 

inflation. The QPM now produces an endogenous nominal effective exchange rate which is 

0.6% stronger in 2018 (compared to a 5.2% projected depreciation in November MPC), with 

some of this divergence reversed in 2019. (Now the model forecasts 3.4% NEER 

depreciation in 2019 versus 2.4% previously (but off a lower NEER for 2018). It has also 

lowered its electricity tariff hike assumption to 6% from 8% following NERSA’s December 

decision. These more benign developments for inflation are partly offset by: (i) a 9% higher 

Brent oil price assumption (worth about 0.2 pp on CPI directly via the petrol price); and (ii) 

the likely introduction of the sugar tax, which is expected to add 0.6pp to food CPI and 

0.1pp to headline CPI from April when it comes into effect. 

Although it said that two of the key upside risks to the inflation outlook (the exchange rate 

and electricity prices) have “dissipated somewhat”, it still assessed the balance of risks to be 

lying to the upside, with two a source of particular concern: the impact of the looming 

Moody’s rating decision on the exchange rate and oil prices, where the SARB saw upside 

risk to its new relatively more elevated assumption of $62/bbl for Brent in 2018. The SARB 

still remains concerned about the exchange rate. The MPC statement noted that “in the 

The MPC has revised its 

inflation forecasts downwards 

slightly 

FIGURE 2 

SARB still thinks CPI will rise after Q1 low 

 
FIGURE 3 

Core CPI also forecast to trend up from Q1 low 
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near-term, the rand is expected to remain sensitive to sentiment generated by political 

developments” with the benign global risk-seeking capital flows and positive merchandise 

trade data also providing support for the currency. However, the MPC said that the 

“prospect of a credit ratings downgrade to sub-investment grade by Moody’s continues to 

weigh on the longer-term outlook for the rand”. The impact of a downgrade on the rand 

“remains uncertain” according to the SARB. We think these comments can be read as 

implying a strong indication that downgrade fears have been one key thing that have kept 

the SARB cautious this time round.  

FIGURE 4 

Biggest changes in SARB’s assumptions are oil prices (negative) and electricity tariffs (positive) 

  
Global growth, % 

Non-oil commodity 

prices (USD, % y/y) Brent (USD/bbl) 

Electricity tariffis % 

y/y Potential growth, % 

  2017 2018 2019 2017 2018 2019 2017 2018 2019 2017 2018 2019 2017 2018 2019 

January 2018 3.5 3.5 3.5 17.5 2.0 0.5 54 62 62 4.7 4.1 7.0 1.1 1.3 1.3 

November 2017 3.5 3.4 3.4 18.0 2.0 2.5 54 57 58 4.7 5.0 8.0 1.1 1.2 1.3 

September 2017 3.4 3.3 3.3 14.0 -2.5 2.5 52 55 56 4.7 5.0 8.0 1.1 1.2 1.3 

July 2017 3.3 3.4 3.3 14.0 -5.0 2.5 52 55 56 4.6 5.0 8.0 1.1 1.2 1.3 

Source: SARB, Absa Research 

The MPC has recently emphasized its preference for inflation expectations to be anchored 

close to the mid-point of the target range. However, the Q4 17 BER inflation expectations 

survey published today showed only a marginal decline over the next two years. Average 

inflation expectations for 2018 were down just 0.1pp to 5.7%, while inflation expectations 

for 2019 were unchanged at 5.9%. Within the different social groups, businesses revised 

their inflation expectations significantly higher to 6.5% (+0.4pp) for 2018 and 6.6% (+0.3pp) 

for 2019. Meanwhile, labour unions revised their inflation expectations lower to 5.5% (-

0.6pp) and 5.8% (-0.2pp) for 2019. Interestingly, the SARB expects average nominal 

remuneration increases to remain above 6% over the forecast period, suggesting that the 

MPC does not expect the lower inflation expectations of labour unions to result in lower 

wage settlements. Average five-year inflation expectations remain at 5.6% in Q4 17 after 

falling by 0.3pp in Q3 17. 

FIGURE 5 

More appreciated NEER assumption… 

 
FIGURE 6 

…and REER now assumed to be much higher than 2016 
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The MPC also said that it had been pleasantly surprised by the growth performance to date, 

had raised its forecasts slightly, and that it now sees the risks to its growth forecasts as 

balanced (see Figure 1). This is an important point too. The last time the SARB cut, in July, 

South Africa had just received the unexpected and unpleasant news that the country had 

been in a deep recession from Q4 16 to Q1 17. Even then, the vote to cut was only achieved 

by a narrow 4:2 vote. The January SARB MPC statement gave some reasonable emphasis to 

the better growth outlook facing South Africa now, implying that perhaps the MPC sees less 

need for monetary support from a growth perspective at present. It also said that it saw the 

risks to its GDP forecasts as roughly balanced which is a big change from its usual lament of 

growth risks being tilted to the downside. We note that the stronger growth projection 

serves to reduce the output gap by a tenth of a percentage point in each of 2018 and 2019, 

which is also important to consider as regards the MPC reaction function. 

Of course, everyone wants to know what the SARB will do at the March MPC, and the ones 

that follow. Since the successful ANC elective conference, the market has become sharply 

more optimistic about the prospects for rate cuts, perhaps reacting purely to the rand’s 

10.6% trade weighted appreciation since the last MPC. This morning, the FRA curve was 

pricing in nearly two full 25bp rate cuts over the next year. However, investors should not 

ignore the messaging from the SARB’s new QPM, which endogenizes both the exchange 

rate path and the interest rate path. Significantly, the QPM still projects rate hikes over the 

forecast horizon, rather than cuts, albeit slightly less tightening than the November QPM 

run, with the repo rate now projected to reach only 7.4% by end-2019 compared to 7.5% 

previously. The text of the MPC statement said that this implied that the previously 

projected third 25bp hike is now “a marginal call”, and the date of the first hike is pushed 

out. Of course, the SARB is at pains to explain that the projected interest rate path under the 

QPM is not a pre-commitment to a particular policy path. Instead it says “the implied path 

remains a broad policy guide and could change in either direction by the next [MPC] 

meeting in response to new developments and changing risks”. It is important nonetheless 

for investors to be cognizant of the signalling here, with the QPM laying out a plausible 

interest rate path under the existing forecast, with the given assumptions. However, as a 

caveat it’s worth noting that the MPC write-up did state that the starting point for the 

exchange rate assumption was USDZAR at 12.90, about 6% weaker than current spot.  

  

FIGURE 7 

Near-term inflation expectations are slightly higher 

 
FIGURE 8 

Five-year expectations are still down within target range 
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We see little in this MPC statement to change our view that the repo rate will stay on hold at 

6.75%. Continued favourable political developments could certainly lead to further 

appreciation pressure for the rand, but they would also likely lead to stronger growth 

momentum, which would reduce the need for further monetary accommodation. We also 

note that the appointment of Fundi Tshazibana as the 7th MPC member with effect from 19 

February probably more firmly entrenches the cautious bias of the MPC. Tshazibana has 

strong technocratic credentials, having served at National Treasury, NERSA and the IMF, but 

at least in the beginning of her membership on the MPC we suspect she would be little 

inclined to weigh strongly against the hawkish tendency evidenced by the majority in most 

recent votes, especially with the Governor himself likely to sit at the hawkish end of the 

spectrum.  

However, if South Africa passes successfully through the 2018 Budget (in terms of 

producing something that credibly addresses the enormous fiscal slippage) and the 

downgrade window shortly thereafter (either by having Moody’s rescind the threat of a 

downgrade or by being downgraded, but with little adverse reaction from the currently 

strong exchange rate) then the path to a rate cut might become a little easier. However, as 

the Governor stressed in his first answer in the Q&A, the MPC remains almost entirely data 

dependent. A lot can change in two months, and a lot would have to go very right for 

further monetary accommodation to be a shoe-in.  

 

We are leaving our repo rate 

forecast unchanged at 6.75% 

for the foreseeable future 

If all goes well with the budget, 

ratings, and politics, and the 

rand remains strong, then 

there might be room for a cut 

later in the year 
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