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Outline

« How do you start? J§

« Compiling all the necessary information for the
MPC statement before putting it together

* What must your essay look like?

How do you submit your essay* =

Where to start — before writing the MPC statement




Where to start —- READ and LISTEN
Start developing your'for ECONOMICS...
BusinessDay tlllv E
i I0L
fin

News
24
I
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What should you discuss in the MPC statement?

Follow the format of the SARB’s MPC statement and the template provided
Include a summary of the current state of the economy
Mention and analyse key economic indicators to support your interest rate decision

Include an economic outlook

Include an inflation outlook
State the interest rate decision at the end of the essay
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What should you discuss in the MPC statement?
Example of the SARB MPC statement

Sourh Asmican Reseave Bank
PRESS STATEMENT
24 Nowember 2022
STATEMENT OF THE MONETARY POLICY COMMITTEE
Issued by Lesetja Kganyago, Governor of the South African Reserve Bank

High inflation and weak economic growth confinue to shape global conditions.

alongside monetary and fiscal policy responses. Russia’s war in the Ukraine drags

on, impairing trade and raising prices of a wide range of energy. food and other
WHAT WE DO
commodities. Growth in the United States is set to weaken, and remains low in China.

Although energy constraints have eased somewhat in the Euro Area, recession risk

is high i . a number of jes face debt distress,

exacerbated by tighter global financial conditions. !

Policy ion has and monetary ions are likely to tighten

COVID-19 SA Resource Portal
further to ensure inflation declines from its current high rates. With long-term borrowing

costs high and fiscal positions extended, there is less policy space available for major
WORK @ SARB KNOW.YOUR MONEY, counter-cyclical efforts to increase economic growth. In several economies, including

South Africa, ongoing consolidation of fiscal positions will support disinflation. Asset

https://www.resbank.co.za/en/home/publications/statements 7 SUTH AFRICAN RESERVE BANK

MPC statement — content tips

* Discuss the link between the economic indicators and inflation

Headline and underlying measures of consumer prices

Percentage change over 12 months
8

» Use clear graphs and charts .
— Name and label legends clearly
— Quote data sources N
— Use different types of graphs if possible i b

2016 2017 2018 2018 2020 2021

+== Midpoint of the inflation nge (4.5%)
- Fend includes nen-alcohode b

Source: Stats SA

« Ensure accuracy and coherency. Do not guess.
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MPC statement — template

Follow
this

STATEMENT OF THE MONETARY POLICY COMMITTEE!
Date: insert the date
Issued by: Name of the presenter(s)
Governor of: Name of the school

1._Introduction

How has the inflation outlook changed since the last MPC meeting? Provide a brief
highlight or assessment of the recent and expected future economic and financial
conditions in relation to the inflation outiook since the last MPC meeting/decision.

N

Analyses of international or global economic cutlook

Provide an analysis of recent and expected economic activity and financial
conditions around the world, espesially of developed countries, major trading
pariners including emerging markets economies. For example, based on the recent
trends of economic data available how the South Affican domestic economy ar

prices been affected by factors such as foreign investor sentiment; capital flows;
global growth and outloois giobal intorast rates (6. In US, Japan and Euro aros),
trade performance; commodity prices. global inflation; rand exchange rate and

many other factors.

©

Analyses of domestic economic activity and outlook

Provide an analysis of recent and expected economic indicators in South Afica
taking into account of what is curently drving domestic demand and inflation
outlook which will inform your MPC decision. For example, assessment of trends of
key indicators such as: GDP growth and relsted sectors’ performance: output gap:
business cycle indicators, manufacturing, business and consumer confidence
indices; employment or unempioyment rate. credit extension; current account. fiscal
policy conditions and many other factors.

L

Analyses of inflation trends, risks to inflation and outlook

Provide an analysis of current inflation including main dnvers and inflationary fsks
fo the outlook. For exampie, how has the inflation outlook changed since last MPC
and what are the cumrent inflation expectstions? An assessment based on key
indicator vaniables such as headline censumer price inflation (CPI); underlying core
inflation, administered pricas (e, pefrcl and sleciriciy prices). food pricas; producer
price index (PPI); oil price; other or upward
Breasure on inflation. mfiation expectalions by markel anslyate. inflation foreeast or
outiook sbove/belowdwithin target range etc. Was it a cost-push or demand-pull
inflation?

o

Monetary policy decision on repurchase (repo) rate

Based on the assessment above. indicate the MPC decision on repo rate.

b

Reference
In alphabetical order, provide a list of references or sources used.
Example

Use this template

to formulate the
MPC statement

SOUTH AFRICAN RESERVE BANK

MPC statement — example of a GOOD statement

Date: 27 Moy 2022
Issued by:

The_ona Gry Policy Commitiee (MPC] aims fo use the repo rate fo ensure price sfability. The

committee explicitly fargets the 4.5% midpoint of the inflation targeting range of 3-¢%. Steady
inflation is @ necessary condifion for sustainable economic growth in South Afiica.

Since the last MPC meeting in May, inflafion has moved even furiher above the 4.5% midpoint. DISCUSSGS GDF growlh rafe 2020 - 2024

E N Essay No.
ssay No.
2 00
00 harbour is located in the area, through which the bulk of South Afiica’s coal and other bulk

mingral exports are shipped to the world markets. It also affects local trade because Durban
is South Africa’s main container port. The national state of disaster in Kwazulu-Natal will

breaching the upper farget of 4.0 %. The upward pressure on inflafion is coming from higher .
supply-side costs such as rising food and fuel prices. Af the same time, domestic sconomic economic
activity weakened, undemined by power outages, the floods in kwazulu-Natal and weaker

global condifions.

Global condiions
he lonetary Policy Committee Mesting in May, global economic conditions

indicators

deteriorated further. Russia's declaration of war on Ukraine has not only pushed global oil and Iatest
food prices sharply higher but also disrupted global frade, worsened already considerable
global inflationary pressures and introduced significant uncertaintiss info the alobal financial

markets. At the same, the stict lockdowns in China have also weakened global demand, dEVe|0pmentS

disrupted global trade and aggravated the intemational supply chains, adding further cost-

push price pressures the world over

According to the Intemational Monetary Fund (IMF). global growth is predicted at 3.6% for
2022 and 2023, significantly lower than the January forecasts. Global inflation is projected at

5,7% in developed economies and 8,7% in developing countries for 2022. This combination of

weaker world growth and rising global inflation has increased the risk of global stagflation, Supply-side
which is centribufing fo the state of uncertainty in the world economy and financial markets.

— focuses on -

therefore disupt domestic trade and hurt economic growth femporarily.

Jan 008

The groph below lusirates the GDP growth rate for the past 3 years, showing major
downswings and upswings, as well as the estimated GDP grewth rate in South Africa.

Source: hitps/,

The shocks of the floods and the power disruptions are visible in the latest production numbers.

Sharp increasesin the prices of commedifies, particularly food and fuel, place Seuth Africa ot

sk in terms of price stability and confribute o a more unequal distriution of income in the

country. The committes believes that the global environment confinuss to pose upside risks to

South Africa’s inflation outlook

South Africa: Economic con:

GDP growth

Susiained load-shedding and the natural state of disaster in the kwaZulu-Natal province
minimizes production potential and places further limits on the GDP growth for the near future.

Purchasing Managers’ Index

Accarding te the Absa Purchasing Managers' index, this figure fell fo 50.7 index paints in April
2022. Thisis the lowest level since July 2021 after business activity and new sales arders dropped
because of floads in Kwazulu-Natal

Floods in Kwalulu-Natal impact international transpert chains because fhe Richards Bay purchases

This is an indication of the economic frends in especially the manufacturing and services
sectors. As viewed by purchasing managers, they thus predict @ contracting frend in terms of




MPC statement — example of a GOOD statement (cont.)

esay . Essay No.
et ey i 00 B

00

The growth in business confidence may forecast an econemic upswing.

Mining preduction

Mining producfion during 2021 stabilized affer the steep plunge in June 2020. Mining
production decreased in February 2022 year-on-year [ -6,0%) and month-on-month (-6,4%)
5 Decrease in iron, gold, and PGMs mining was the three maior negative confributors.

Manufacturing production

The text and manuiacturing producfion - 2021-2022

Business Confidence Index ra h 0
According fo SACCI (St Alican Charbe of Cammerce end Indusn.the 8Climproved grap
by 25 ncix poits o Jmucry 2072 fo ebruary 212 resing o shenger domests sles

iy correspond :
T TS perfectly | -

remains positive despite the sight deterioration in index poins.

Business Confdence Index

SACCIBusiness Confidence Inddx

A 21 2 oat 201 Jan 22

source: rmps ing ¥cs.com/soum-africa/inaustriakproduction-mom

High commodity prices will always be a benefit for South Africa regarding export receipts, but
" " also add significant cost pressures to manufacturing and other sectors.

On a year-on-year basis, production barely grew, rising just 0.6% compared with a downwardly
revised of 1.5 % in February. It is suspected that load shedding (including Stage 4) might have
impacted manufacturing activity negatively.

MPC statement — example of a GOOD statement (cont.)

Essay No.
s
Demand-side 00 Essay No.
Added fo the strain on the production front, domesfic demand conditions have ako 6 0
weakened. Consumer confidence ks fading, unemployment remains high. hurting refall sles The South Afican CCl is projected to increase only at the beginning of 2023 and 2024 which

can confribute to higher consumer spending in the economy which will increase inflation.
Unemployment — SA- January 2019 -January 2022

‘Source: hitps: 2 2 i aan 1 s =ty ‘20z an 2021 e nion

There Is @ commen dedline Iin global consumer confidence in the past month due fo the rise
of global inflation. the ongoing war befween Rusia and Ukiaine, and the ecenomy siil
recovering from the impact of the Covid-19 pandemic. Af the end of the I+ quarter of 2022
the South African consumer confidence index dligns with the global rend and was reported
at-13.000%. The domestic CCI dipped alongside giobal confidence.

Despite the economy entering the latffer siages of the pandemic. consumers are stl hesitant
o spendmoney. The CClremains constant throughout January 2021, July 2021 to March 2022, Source: hifips: tir NS -l ‘ate
varying from -9.000% and -13.000%.

e South Africa’s unemployment rate climbed to 35.3% in the fourth quarter of 2021, up from 34.9%
- in the previous period. It was the highest jobless rate since comparable data began in 2008,
The number of unemployed persons increased by 278 thousand to 7.9 million,

» work, was at 46.2%, down slightly from 46.6% in the third quarter. The youth unemployment
rate, measuring job-seekers between 15 and 24 years old, was unchanged at a record high
of 66.5%.

-.II gung : The expanded definifion of unemployment, including pecple who have stopped looking for

Source: HY/CIN_
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Excellent illustration of factors that influence domestic CPI




MPC statement — example of a GOOD statement (cont.)

Essay No.

00

e 21 sz ez FRErS

Source: tiv/snU

The impact of these uncertainties has largely been captured in the Reserve Bank's downward
revision of its GDP growth forecast in May. GDP growth is still predicted at 1.7% for 2022,
followed by forecasts of 1,9% in 2023 and 2024. Within this context, demand-side pressure on
prices is expected to remain subdued.

h the world's main cumrencies, such as the Euro, Dollar and Chinsse Yuan,
indicates a sieep depreciation in the South Afican Rand during the past yeor, as indicated in
the graph below. The depreciation of the Rand will cause an increase in import prices which
will drive inflation higher.

The rand is very vulnerable to changes in the risk senfiment of intemational investors. Given the
war in Ukraine, persistently high global inflation and signs of weaker global growth, global
investors’ risk appetites are expected fo become more vulnerable. In addition, rising inflation
in the United States and other developed countries has forced their central banks to increase
their respective interest rates more aggressively. Higher interest rates in low-risk countries such
as the United States make it harder for high-risk countriss including South Africa to attract
foreign capital inflows. It means that the rand will remain vulnerable and confinue fo pose
upside risks fo the inflafion outiook.

Essay No.

' 00

s Dolkar south Afican Rand

Source: 1Iy/VEDi

Core Consumer Index

In South Afiica, core consumer prices measure a broad rise or fallin prices that consumers pay
for o standard basket of goods, excluding volatile items such as food and non-aleoholic
beverages, fuel, and energy. Core Consumer Prices in South Africa continue fo increase fo
3.9% in April 2022. I als d-round inflationary effects are starfing to develop
in South Africa. The committee has repeatedly said that it wil respond if supply-side shocks. in

4his case, the rise in global oil and food prices higgered by Russia's war on Ukraine, results in
second-round price pressures. In other words, these shocks affecting the prices of only a few
goods start fo drive the prices of other goods and services higher.

core e

Source: tiy/olw
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MPC statement — example of a GOOD statement (cont.)

Essay No.

13
This is the end goal 00

Against this backdrop, the MPC decided to increase the repurchase rate with 23 basis points
1o 5.0 % per annum. This was a unanimous decision by all the members of the MPC

We expect South Africa's inflation to rise above the SARB's upper target of 6.0 % driven by fuel,
electricity, food, and goods prices. Further we expect global financial conditions to fighten
faster, resulting in a weaker USD/IAR exchange rate, thus the SARB must normalise with other
major central banks in the world.

Most of the inflafionary pressure is supply-side based, but it s worrying that core inflation is
driffing higher, suggesting that second-round effects are starting to develop. Rising wage
increases, well above histerical inflation and somewhat above the upper limit of the inflation
target range, are further troubling evidence of rsing inflationary expectations. We are only
seeing CPl coming back towards the SARB's 4.5 % midpoint by mid-2023. Monetary policy
actions will continue to focus on anchoring inflation expectations near the mid-point of the
inflation target range in the interest of balanced and sustainable growth.

In this persistently uncertain environment, future policy decisions will continue to be highly data
dependent. This remains a broad policy guide which could change in either direction from
meeting to meeting in response to the new developments and changing data and risks.

Excellent justification of the
interest rate decision

Essay No.

B
00

World Economic Outiook
April 2022

Infernational Monetary Fund

Avallable at: v 2 19/worid-
economicoutiook-oprit2022

Global Economic Prospects
January 2022

World Bank Available

ot

hitps//thed idbank lb3
035001 onomic-Prospects-January-2022- pof

GDP Growth
Accessed on 7 May 2022
Trading Econamics Availasle
ot

hitps:

USDZAR US Dollar South Afiican Rand
Accessed on 10 May 2022

Trading Econamics Availasle

ot

h

firadingeconomics.com/usdzarcur
STATISTICAL RELEASE PO141 - RELEASE DATE: 23 March 2022 Consumer Price Index January
2022

Accessed on 10 May 2022
StatssA Available

at

it fotss 41/P0141 i

CORE CONSUMER PRICE INDEX
Accessedon 11 May 2022
Trading Econamics Available
ot
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GOOD MPC statement — key takeaways

= Discuss relevant international and domestic economic indicators
= Consistency between the text and the graphs

= Logic in the justification of the interest rate decision

= Structure of the statement: make it easy to follow the content

= Major shortcoming: lack of sufficient detail in inflation forecast

Following these key takeaways will make it easier to put
together/structure the essay

i

5
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MPC statement — example of a NOT SO GOOD
statement

[ Essay No.

101 101

demand squal aggregate upPY.

Essay No.

o\
g ¥
co®

nnnnnnnnnn
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MPC statement — example of a NOT SO GOOD
statement

= Did not adhere to the format provided
= Analysis: lack of coherence, logic and detail in the content;
reflects poor understanding

= No discussion of economic indicators

No illustration of graphs, charts or tables

No interest rate decision and justification

No references provided

i
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What is expected of you?

» Ensure that your statement makes economic sense
* Keep it simple and to the point

+ The essay can be typed or neatly handwritten in black or blue pen ...
NO ‘funny’ colours

+ Typed essay: font = Arial, 12 point and 1.5 line spacing

+ Documents should be well presented and have correct spelling
and grammar

+ Maximum length = 1 000 words
+ Graphs and illustrations may be used to complement the text

+ DO NOT PLAGIARISE!

18 SOUTH AFRICAN RESERVE BANK




Submitting your essay

* Once you have compiled your essay, give it to one of your
friends/teachers/parents to proofread and check for any mistakes

* Email the written statement to sarb-mpcchallenge@resbank.co.za

* The SARB team will evaluate and mark the essay

tShubggtRy;ur essay to <///\ >
e on: / f(;' } @ g
1 o 3

19 May 2023 at 17:00 "\I
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The presentation — tips

» Select the best presenter of your team as the GOVERNOR

= The presentation should be a 10-minute slide show based on your
team’s essay

= Adhere to the allocated time

= Work together as a team and refrain from giving the Governor all the work
to do

= Motivate your repo rate decision I‘
= Avoid using terminology that you do not understand E
» Be well prepared ... know your economics and stay abreast of recent
economic developments
20 SoutH Asﬁém BANK
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Question and answer (Q&A) session — general
information

= After the presentation, finalists will be invited for a Q&A session.
= The panel will allocate 15 minutes per team for the Q&A session.
The panel will ask questions based on your essay.

The panel members might also ask questions which they think are important and you can answer,

ough these questions may not be covered_in your video clip.

= Teamwork is important during the Q&A session.
Economics knowledge of all team members is crdCial.
Adhere to the time allocated.

Adhere to the DECISION given in your essay.

Avoid using terminology that you cannot define.

Most important: relax and enjoy your chance to act as an MPC member.

& SOUTH AFRICAN RESERVE BANK

Video clip — previous MPC Schools Challenge
presentations

» The following video clip is an example of what is
expected of you, and what you can expect from the
Q&A session.
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