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South African monetary policy: 

MPC votes unanimously for "hold"  

 The MPC voted unanimously to stay on hold, as we expected, given the 

deteriorated inflation outlook since the previous MPC meeting, due to higher oil 

prices and a weaker rand. 

 The headline CPI forecast has been lifted by 0.1pp in both 2018 and 2019, while 

the core CPI inflation forecast was raised by 0.2pp in each of those two forecast 

years. However, inflation is still projected to remain within the target range. 

 Looming event risks (credit ratings, regulator decisions on electricity prices and 

the ANC’s leadership elections) were also cited as reason for caution. 

 The SARB’s new Quarterly Projection Model generates endogenously a repo rate 

of 7.5% by the end of 2019 – but the SARB stressed that this is a model 

projection which the MPC could choose to deviate from. 

 We keep our repo rate forecast unchanged at 6.75%, pending the outcome of the 

ANC’s December electoral conference, but we acknowledge that the risks to 

monetary policy are probably in the direction of higher rates in 2018. 

 

 

FIGURE 1 

Slight uplift to SARB’s CPI forecasts but still in line with Absa’s forecasts 

 
Source: SARB, Absa Research 
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Today, the SARB MPC acted as expected by voting 6:0 to leave the repo rate unchanged at 

6.75%. This unanimous vote follows a split 3:3 vote to keep the rate unchanged at the 

previous meeting in September, and a 4:2 vote in favour of a cut in July. The SARB vote was 

as we and consensus expected. Two economists polled by Reuters forecast a 25bp cut, but 

the other 26 (including ourselves) forecast that the MPC would leave rates on hold.  

The strongly articulated reason for the SARB’s cautious stance was the deteriorated inflation 

outlook since the previous MPC meeting, chiefly due to higher oil prices and a weaker 

exchange rate. The forecast for headline inflation has been raised by 0.1pp in each of 2018 

and 2019 to 5.2% and 5.5%, respectively, while the forecast for core PCI has been raised 

0.2pp to 5.1 and 5.3%, respectively. Both sets of forecasts are broadly consistent with our 

forecast, post our uplift of near-term CPI projections to account for the higher crude oil 

price and the manner in which it feeds through to domestic petrol prices. The SARB referred 

to the large petrol price hike of about 5% m/m which is due to come into effect at the 

beginning of December.  

The SARB also sees material event risks from credit rating reviews due tomorrow (24 

November 2017), the regulator’s ruling on electricity prices on 7 December, and the 

ongoing uncertainty about the ANC’s electoral conference, which it specifically said was 

“likely to weigh on the currency” although it also said that it was hard to know how much 

was priced in already. Our view is that S&P and Moody’s are more likely than not to hold off 

on any potential downgrade tomorrow on the basis that South Africa’s fiscal and policy 

challenges are ultimately a political issue, which will be clarified one way or another at the 

ANC’s electoral conference. Our expectation that rating agencies are likely to hold off 

changing their ratings is somewhat supported by Fitch’s announcement today that it plans 

to leave South Africa’s foreign and local currency ratings unchanged at BB+ Stable Outlook 

(we had fully expected Fitch to move to a Negative Outlook).  

Completely aside from the rand, we see significant uncertainty and event risk for CPI. For 

example, on 7 December the National Energy Regulator of South Africa is due to issue its 

ruling on Eskom’s (revised) application for a 19% standard tariff increase (which would 

translate into a 27% tariff hike for consumers who subscribe through municipal distributors, 

effective 1 July 2018). We assume a 12% tariff hike in our model, and although Governor 

Kganyago cited the risk of a higher than anticipated electricity price hike, the MPC still 

assumed municipal tariff increase this year of 8%. However, he explicitly stated that this 

uncertainty would be clarified by the time of the next MPC meeting – implying perhaps that 

the SARB might respond then. With electricity accounting for about 3.8% of the CPI basket, 
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FIGURE 2 

Core CPI is probably bottoming out right now 

 

 
Source: SARB, Absa Research 
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a tariff hike of 27% would directly (even before any second order knock-on effects) add 0.7 

percentage points directly to CPI above the current baseline forecast from 1 July 2018. 

However, although most of the risks to the inflation outlook tilt upwards, not all of them do. 

President Zuma’s push to introduce free tertiary education would likely have a big 

downwards impact on headline CPI, although it is completely unclear if it will go through or 

not. But with tertiary education accounting for nearly 1% of the CPI basket, making it free 

would shave 1 percentage point off headline CPI. 

Completely aside from the SARB, the MPC also was considerably more vocal than usual on the 

negative impact on monetary policy from South Africa’s current fiscal challenges, saying that 

“the rapidly deteriorating fiscal position” revealed by the Medium Term Budget Policy 

Statement “could potentially reduce the scope for further monetary policy accommodation”. 

The adoption of the new Quarterly Projection Model (QPM) in September now produces an 

endogenous path for exchange rates and interest rates, as well as GDP growth, the output 

gap, inflation, and current account forecasts that were previously published. The QPM now 

embeds a 5.2% weakening of the trade weighted exchange rate (NEER) in 2018 and a 

further 2.4% in 2019. The model also now generates a 75bp endogenous rise in the repo 

rate before the end of 2019 (as opposed to just one interest rate hike in the September 

forecast round, see Figure 5) but the SARB stressed that this is a model projection which the 

MPC can choose to deviate from, and that it should not be viewed as an unconditional 

commitment to this specific path of interest rates. It said, that “depending on economic 

conditions, the MPC may choose to diverge from the suggested path, and alternative paths 

could be generated that are still consistent with achieving the inflation target”. And of 

course, this endogenously produced path for the repo rate is contingent on the global and 

domestic context being exactly as assumed, which is most unlikely.  

FIGURE 3 

Main international and domestic assumptions for the forecasting exercise  

% y/y, 

except as 

noted 

Global growth 
USD commodity prices 

(excl. oil) 
Brent, $/bbl 

Fuel taxes      

and levies 
Electricity prices Potential growth 

‘17 ‘18 ‘19 ‘17 ‘18 ‘19 ‘17 ‘18 ‘19 ‘17 ‘18 ‘19 ‘17 ‘18 ‘19 ‘17 ‘18 ‘19 

March 3.1 3.3 3.3 15.5 -4.0 2.5 56 60 62 .. .. .. 7.7 8.0 8.0 1.4 1.5 1.6 

May 3.2 3.4 3.3 15.5 -5.0 2.5 54 58 60 .. .. .. 5.7 6.0 8.0 1.4 1.5 1.6 

July 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 

September 3.4 3.3 3.3 14.0 -2.5 2.5 52 55 56 8.3 6.3 6.7 4.7 5.0 8.0 1.1 1.2 1.3 

November 3.5 3.4 3.4 18.0  2.0 2.5 54 57 58 8.3 6.3 6.7 4.7 5.0 8.0 1.1 1.2 1.3 

Source: SARB, Absa Research 

For the first time, in line with the changed approach of the QPM, the SARB published a fan 

chart of the probabilities of various repo rate outcomes, based on historical forecasting 

errors and stochastic simulations of the QPM. Within the 30% uncertainty band, the 

possible repo rates by end-2109 could range from a little about 6.75% to 7.75%. For a 90% 

uncertainty band, the range (eyeballing the SARB’s chart) looks to run from about 5.75% to 

9.75%. Although the SARB emphasised that the new endogenised interest rate projection 

was not prescriptive, we think it will nonetheless further reinforce market pricing of likely 

rate hikes in 2018. As of this morning, the FRA curve priced in a 50% probability of a hike by 

mid-2018 and a full two 25bp hikes over the next 15 months. However, we are keeping our 

repo rate forecast unchanged, pending the ANC’s December electoral conference which 

could end up driving monetary policy in either direction, depending on the outcome. 

However, we acknowledge that the risks to monetary policy are probably in the direction of 

higher rates in 2018, especially if the rand weakens in response to possible credit rating 

downgrades or a destabilising outcome at the ANC’s electoral conference. 
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FIGURE 4 

FRA market is pricing in 50bps of hikes by January 2019 

 

 
Source: Reuters, Absa Research 

Despite a pick-up in growth prospects since the previous MPC meeting, the SARB views the 

domestic growth outlook to be weak, with risks titled to the downside. It notes that there 

are “very few signs of domestic demand pressures” and “although retail sales have surprised 

to the upside, household consumption expenditure is expected to remain relatively 

subdued”. However, surprisingly, the expected current account balance continues to narrow 

with a projected deficit of 2.2% of GDP this year and less than 3% of GDP next year. 

FIGURE 5 

Key annual forecast variables 

  GDP growth Output gap NEER REER Repo (eop) CA/GDP 

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

Nov. 0.7 1.2 1.5 -1.1 -1.1 -0.9 8.9 -5.2 -2.4 13.0 -1.7 1.1 6.8 7.1 7.5 -2.2 -2.9 -3.2 

Sep. 0.6 1.3 1.7 -1.2 -1.2 -0.8 10.4 -3.2 -2.9 14.5 0.2 0.4 6.8 6.9 7.1 -2.6 -3.4 -3.8 

July 0.5 1.2 1.5 -1.9 -1.9 -1.7 NA NA NA NA NA NA NA NA NA -2.7 -3.4 -3.8 

May 1.0 1.5 1.7 -1.6 -1.6 -1.4 NA NA NA NA NA NA NA NA NA -3.1 -4.1 -4.4 

Source: SARB, Absa Research 
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