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Stagflation deepened on multiple reinforcing shocks

Policy late & credibility at risk, abrupt tightening, seismic
impacts

Terms of trade weaker, financing constraint?
SA economic growth reverting to trend after levelling off
Demand more buoyant than a low supply

Headline inflation sharply higher & broader, expectations
up

Policy rate normalising, levels still below pre-pandemic

Global volatility or easing conditions?



Global economy slides into stagflation

Global real GDP growth and inflation forecasts (2022)

8 —
——Real GDP —CPI inflation
i o —
6 -
(]
&
& ° [
<
(O]
S \
4 __,_'—f_' ‘_‘
3 L_-__-_-1--___\_______‘\______,
2 1 1 1 1 1 1 1 1
Jan Mar May Jul Sep

2022

Source: Bloomberg



Inflation broadened, from non-core to core, with few exceptions
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Fiscal and monetary expansion well into 2022

Fiscal balance ratio Real monetary policy rates*
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Robust demand puts supply bottlenecks under additional stress

Retail sales volumes in major AEs Global supply chain pressure index
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Rising risk aversion & rates differentials push up US dollar, adding to inflation in ROW

US dollar exchange rate AE & EM exchange rates to the US dollar
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Risking sell-offs where policy inconsistent with inflation pressures

The UK's "twin deficits"
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Data for 2022-23 are Bloomberg consensus forecasts and do not yet incorporate the
impact of the latest UK fiscal plans

Performance of sterling and UK 10yr bonds
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Further policy slips would accelerate de-anchoring of inflation expectations

AE inflation conditions
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Surprised by inflation persistence, CBs tightening policy faster

Policy rates in major advanced economies EM nominal policy rates*
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For South Africa, growth reverting to trend, spending > production

GDP Nominal Production and Expenditure
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Economic activity underpinned by HH spending and investment

Real final consumption expenditure of Total real gross fixed capital formation
households .
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Reflected in a muted recovery in credit demand

Credit extended
2050
——Households

2000 ——Corporations

Y
(o)
Ui
o

1900

R billions, real

1850

1800

Jan-19
Apr-19

Jul-19
Oct-19
Jan-20
Apr-20

Jul-20
Oct-20
Jan-21
Apr-21

Jul-21
Oct-21
Jan-22
Apr-22

Jul-22

Source: SARB




Inadequate electricity supply tightening its grip on potential

Cumulative GWh shed

Cumulative load shedding
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With + demand, low potential contributes to steady closure of the pandemic output gap

Evolution of output gap estimates
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And, with low potential, financing of demand comes into sharper focus
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Domestic inflation has consistently surprised higher relative to forecasts

Core inflation Non-core inflation Headline inflation
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... and soaring to 7.8% in July on broad-based drivers, slight moderation in August

Contributions to headline inflation
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Food price inflation yet to peak, lagging its global counterpart

Food and non-alcoholic beverages
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Global food inflation leads domestic by about 2 quarters

y/y%

Global food (Rand) vs CPI food
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Weaker rand keeps fuel price inflation elevated, though easing oil prices helping

Evolution of fuel inflation forecasts*
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Core goods also generally higher on catch-up, spillovers and weaker currency

Core goods inflation

—Exchange rate sensitive core goods
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With similar dynamics in services

Fuel spill-overs Services inflation
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Inflation expectations responsive to inflation outcomes, risk to core forecast

Inflation expectations
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Policy response as inflation increased and expectations followed

Repo rate and inflation
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Normalisation shallower than in peer countries

Emerging market policy rate changes (since 10/21)
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But is it enough?

AE nominal policy rates and forecasts
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Possibly, as demand rotation continues & bottlenecks ease

Food and oil prices* Ocean container freight costs
140 - 4 1200 21,000
* Dotted lines indicate futures prices —Global
1 1100
120 18,000 | —China to US W Coast
4 1000 .
——China to EU
—_ —_ + 15,000
g 100 4 900 2 Q
3 e 3 =
5 —><~§s:~-\\\ 4 800 = g 12,000
2 g0 Sse-2a o 4;
© 1 700 £ ]
S ———— g & 9,000
‘\~ <
S 60 Seal 600 2 §
= D
——Brent crude oil 4 500 6,000
40 —\Wheat (rhs)
1 400 3,000
——Corn (rhs)
20 1 1 1 1 1 1 300
2019 2020 2021 2022 2023 2024 2025 0 | | |
2019 2020 2021 2022
Source: Bloomberg Sources: Freightos and Bloomberg

SouTH AFRICAN RESERVE Bank




High inflation is costly, in the short run...

2022

Eurozone PCE inflation
= US PCE inflation

=== Eurozone Real GDP growth
=== US Real GDP growth

6
5

2
4
3 I
2 D VN
1
0

PN N R R \ I \ N \ N N O
¥ & F HF F &M F Sy
AR LA L N L § ) R 1 SR .14
DT AT DT DT DT AT DT DT D A

Source: Bloomberg

2023

6 Eurozone PCE inflation
== JS PCE inflation
5 === Eurozone Real GDP growth
=== US Real GDP growth
4
X 3 —
I el
== ~4_
2 pdaiad WON 1 YO
_’_/_'_/_IJU-’ --\_'
\"
B dd P
1 \----_h
)
“\
‘--
0
INCAECE C C CE \CN CA CN
A A A A X AP g Yagr- g
Q Q Q Q Q Q Q Q S N
VA A L R G ) ) S L I L B V.
SN M\ M N S U M S\

Source: Bloomberg

SouTH AFRICAN RESERVE Bank



.... And in the long run, but unlikely to reverse inflation on its own... “regime change”?
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Benign scenario for emerging economies looks priced-in

EM nominal policy rates and forecasts
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Policy rates up to prevent de-anchoring, is it enough?

With global growth slowing, supply eases & upstream
prices lower... turned a corner or more vol coming?

Domestic inflation & expectations sharply higher
Locally, fine balance between AD and AS

SA hiking cycle relatively shallow... catching up on
normalisation

Data dependence as a way of life...
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