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* Global recovery stronger, but diverging

« Demand, supply bottlenecks, stoking inflation, taper
talk

 But gradual rates normalization in AEs

Beyond the recovery:
« Commodities, HHs underpin domestic recovery

rebuilding policy space

E— « SA inflation contained, risks to the upside

 Repo normalization to manage accommodation levels
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Sharp rebound in global economy

Trading partner GDP growth
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With recoveries diverging on vaccination

Economic activity versus vaccination*
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... AEs growth revised up, EMDEs down, in 2021

IMF growth projections
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Strong demand, supply bottlenecks lift (producer) prices

Global trade and purchasing managers' Commodity and producer prices
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Stoking CPI inflation, particularly in the US

G-3 inflation rates Deviations of latest inflation rates from target
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Inflation still considered transitory in AEs

Inflation forecasts since June 2021 vs. pre-crisis
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Assessment of policy risks create ongoing noise

Fed funds rate projection _ G4 Monetary policy rate forecasts
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Unlike AEs, inflation sharply higher in EMs, targets under pressure

Deviation of latest inflation rates from target*
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EM central banks reducing accommodation

Emerging market policy rates EM nominal policy rates*
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Domestic economic recovery strong ...

GDP level
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... though uneven on sectoral basis

Output, distance from 2019 levels
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But low investment, electricity shortage, constrain potential
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Recovery supported by monetary and fiscal policies

Real repo and its neutral level* Government expenditure
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And elevated commodity prices, pushing trade balance and CA
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Together with faster recovery in worker earnings

Total compensation of employees

2021Q2:
14.1%

Nominal, y-0-y %

1
Ul

Source: Stats SA

Compensation by sector

[EY
[EEY
o

100

(o)
o

Index: 2019 = 100

(0]
o

~
o

—Manufacturing
Trade

—Mining
—Construction
—Finance

—Agriculture
Electricity
—Transport

Source: SARB

17 SOUTH AFRICAN RESERVE BANK



Driving stronger household consumption

Final consumption expenditure of households
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Commodity prices & the recovery buoy tax revenue

Gross operating surplus
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Tax revenue collection
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Lowering near-term fiscal risk, but yield curve remains steep
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Near-term domestic price pressures have levelled up...

Changes to headline inflation forecast (DIM)
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Non-core inflation underpinned by elevated food prices

Global food inflation Food and non-alcoholic beverages inflation*
40
12
Meat (33%) —Actual
30 = Sugar (7%) 10 -=-=Sep 2019
Dairy (14%) -==Mar 2020
o | _  J& A\ e Mar 2021
Cereals (29%) 8 ---Sep 2021
N . o
310 m Oils (17%) Sep-21 MPC ? 3
> f-l\ Q
= ’l\\\ S
0 B el 4
-10 Jul-21 MPC 2
* Dotted lines indicate forecasts
-20 0
2019 2020 2021 2022 2023 2017 2018 2019 2020 2021 2022 2023

Sources: UN FAO and SARB Sources: Stats SA and SARB

23 SOUTH AFRICAN RESERVE BANK




Fuel inflation in double digits; higher oil prices, base effects

20 Fuel prices Fuel inflation
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y-0-y %

Pressures also from sharply rising PPls & shortage of materials

Main price measures
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Shortage of materials as a constraint
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Yet headline inflation trajectory remains moderate

Headline inflation
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Key roles played by lower services and core goods...

Housing inflation Core goods inflation
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& favourable ULCs

Average level of wage settlements
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... a still negative (but narrower) output gap,...

Output gap
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..well-anchored inflation expectations, and...

Inflation expectations
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...a relatively strong rand

Real effective exchange rate gap forecasts*
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Normalising repo rate & inflation containment

Nominal repo rate Headline inflation
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«  Stronger global recovery but will fade... future sources of
economic growth?

« Lockdown easing, commodities and ToT explain much of
SA’s sharp recovery... what will SA’s fade look like?

« Demand, supply bottlenecks keeping price pressures

CO“CIUSiOn elevated... what will pass-through be?

 SAinflation contained... broad-based upside risks could
benefit from de-risking, improving potential growth
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