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Overview and contents

The global context > weak growth & deflation, signs of recovery, major

policy risks

The domestic context > weak growth & strong inflation risks, unknown

tapering effects

The monetary policy stance > balance of risks worsening & data dependent

Key risks



Advanced economies slowly recovering, but gap to 2008 large for most
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Sentiment is rising and markets’ expectations of growth stronger
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... With less drag on growth as consolidation slows & debt levels off

Fiscal impulse (change in structural budget balance, % of potential GDP, negative is expansion)

2010 2011 2012 2013 2014
) SR
AEs excl. euro area 0.0 0.6 0.5 1.5 0.9
Euro area periphery 1.2 0.5 / 2.3 \ 1.3 0.5
Z—
Germany & France 1.2 1.1 0.5 0.3
United States 0.7 1.0 2.3 0.8
Japan -0.6 -0.7 0.0 2.6
United Kingdom 2.4 0.3 1.7 0.1
Source: IMF Fiscal Monitor
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While EME slowdown continues... growth constrained by cyclical and potential
factors

Real GDP growth yoy % (PPP weighted)

\/ ——F merging Europe
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—F merging Latin America
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Sources: JP Morgan, IMF World Economic Outlook, October 2013 and own calculations



Will EMEs push global GDP growth much higher?
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Source: IMF World Economic Outlook, October 2013

Are EMEs bottoming out?

Lower commodity prices

Real depreciation

Demand accelerating in China

QE tapering (& capital outflows)

Limited fiscal space

Constrained monetary policy




Fiscal policy mostly counter-cyclical, with public debt limit underlying ‘rule’

Fiscal impulse (change in structural budget balance, per cent of potential GDP, negative is expansion)

2008 2009 2010 2011 2012 2013 2014
EMEs ﬂ.a. 2.0 \ 0.7 0.8 / 0.1 -0.2\ 0.1
Brazil 0.9 0.2 1.0 0.3 0.3 03 0.2
Russia 2.2 71 13 3.8 16 0.7 0.4
India 46 0.1 0.5 0.1 11 0.1 0.0
China 15 2.0 1.7 0.6 0.7 03 0.2
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Are forecasts behind the curve?
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China’s fortunes remain critical to EME outcomes
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Inflation lower, globally

. Percentage points Percentage change over 12 months £
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Source: IMF International Financial Statistics database

Inflation 2008 2009 2010 2011 2012 2013*
World 6,0 2,5 (3,6 4,8 4,0 3,8 )
Advanced economies 3,4 0,1 1,5 2,7 2,0 1,4
Sub-Saharan Africa 12,9 9,4 Q,4 9,3 9,0 6,9 /

Source: IMF World Economic Outlook, October 2013
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BRICS inflation roughly stable but with upward shifts either early or
late in 2012
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EM monetary policy have been supportive of growth, but mid-2013

increasing moves to tighten

Policy Rate Changes, January 2011-October 2013
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Despite stronger GDP growth, inflation unexpectedly weakens in advanced
economies

Euro Area us Japan Canada UK
w1z (16 Y 20 ) o7 ( 13 )\ 28
Aug-13 1.3 1.5 0.9 1.1 2.7
Sep-13 1.1 1.2 1.1 1.1 2.7
Oct-13 L 0.7 J 4 1.0 ) 1.1 0.7 2.2

Sources: National statistics offices

Per cent 3.5 Per cent
4.5 - 2 I
—— Headline HICP
4.0 3.0 —— Core HICP
35 1 US Inflation
2.5
3.0 -
2.5 4 2.0
2.0 -
1.5
1.5 1
] -items CPI
1.0 - 1.0
05 - = Core CPI 10 Euro area inflation
0.5 0.7
0.0 T T .
Q:Q' @? ,9)' :;"'» ﬁi'* ‘,{" c;:" ¢ ‘,{"f ::"""" w@' ‘:?’ o:*f’ ﬁ;{‘-‘ " 0.0 ) . . , .
5 o By & :
O A S R L L & 2011/06 2011/12 2012/06 2012/12 2013/06 2013/12
Source: US Bureau of Labor Statistics Source: Eurostat

16



Macroeconomic outcomes and policy setting pressured by taper threat >
yields up despite lower inflation & stubborn unemployment

Per cent
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Global economic growth multi-speed, with multiple risks evident

Advanced Economies
Fiscal impact on growth declining & US fiscal shutdown risk
Taper speed when inflation lower and policy tighter?
Emerging Market Economies
Sustained, broad-based slowdown
o Structural and cyclical

o Downward revisions (catching-up rather than worsening
situation?)

Capital flows becoming fickle
o Macroeconomic risk

o Current account deficits

18



Monetary policy stability in an uncertain environment

Per cent
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Headline CPI fan chart > forecast improvements highly dependent on
exogenous price developments and the exchange rate

Per cent 14

2006 2008 2010 2012 2015

————— 3—6 per cent inflation target range

* CPIX for metropolitan and other urban areas until the end
of 2008; CPI for all urban areas thereafter

20



Evolution of forecasts...

MPC Real GDP CPl inflation Peak Core inflation Peak
meeting
2013 2014 2015 | 2013 2014 2015 2013 2014 2015
Y N\ 4 ) 4 N\ 4 N\
March 2,7 3,7 5,9 5,3 Q3 2013 4,8 4,9 Q2
2014
May 2,4 3,5 3,8 5,8 5,2 5,0 Q3 2013 5,3 5,0 4,6 Q4
2013
July 2,0 3,3 3,6 5,9 5,5 5,2 Q3 2013 5,3 5,2 5,0 Q4
2013
September 2,0 3,3 3,6 5,9 5,8 5,4 August 5,2 5,4 5,3 Q4
(?) 2014
November 1,9 3,0 3,4 5,8 5,7 5,4 Q2 2014 5,2 5,6 5,3 Q4
N J \ J \ J \ J 2014
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Headline CPl somewhat more volatile

Percentage change over 12 months

10

8

2009 2010 2011 20122 2013
* CPIl for all urban areas

Source: Statistics South Africa
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Contributions to targeted inflation

Percentage change over 12 months

Weights
Goods inflation 49,86
Services inflation 50,14
Targeted inflation 100,00
Of which:
Food and non-alcoholic
beverages 15,41
Food 14,20
Housing and utilities 24,52
Transport 16,43
Miscellaneous 14,72

2013
Apr May Jun Jul Aug Sep Oct
51 4,2 4,5 6,3 6,5 5,7 4,9
6,6 6,7 6,3 6,2 6,2 6,1 6,0
5,9 5,6 5,5 6,3 6,4 6,0 5,5
6,2 6,4 6,8 6,8 7,1 5,9 4,3
6,3 6,7 7,0 7,1 7,4 6,0 4,2
5,8 5,8 5,8 5.5 5,4 5,4 53
6,2 3,7 3,7 8,2 8,7 6,9 6,2
7,5 7,4 7,4 7,6 7,6 7,8 7,2

Source: Statistics South Africa and own calculations
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Petrol price contributions substantial and volatile

Percentage change Percentage change
9 over 12 months over 12 months
& /o 30
~ 20
3
10
O . @]
5 -10
/ -20
-6
-30
-9 . 1 I 1 -40

2009 2010 2011 2012 2013

Estimated contribution to inflation (percentage
points)

Headline inflation

Petrol price change (right-hand scale)

Sources: Statistics South Africa, Department of
Energy and own calculations
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Less push from international food, but considerable domestic
volatility
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ittt \v

2009 2010 2011 2012 2013

= [FAQ food price index
Change in FAO food price index
(right-hand scale)

Sources: Food and Agriculture Organization and
own calculations

Percentage change over 12 months 10

2009 2010 2011 2012 2013

Al food items == Bread and cereals
Meat = Milk, cheese and eggs
Vegetables Targeted inflation measure

* CPI for all urban areas

Source: Statistics South Africa
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Core inflation still trending upward from exchange rate and costs

Percentage change over 12 months
10 MPC Core inflation
meeting
2013 2014 2015
4 ) 4 ) 4
March 4.8 4,9
May 5,3 5,0 4,6
July 5,3 522 5,0
- -2
September 5,2 5,4 5,3
] ] ] ] 0
2009 2010 2011 2012 2013 November SSRGS
= (CPI excluding food and NAB* prices

CPI excluding petrol prices

CPI excluding food, NAB*, petrol and energy prices
=== Headline inflation
m— Trimmed mean

* NAB: Non-alcoholic beverages

Source: Statistics South Africa
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With expected peak in Q4 2014 as rand and costs stabilise

Per cent
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10
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2006 2008 2010 2012 2015

Core inflation Targeted inflation
-——- 3—6 per cent inflation target range
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Inflation expectations anchored around 6% but adjusting with
outcomes

Annual average, per cent 65 Percentage points
6,2
6,1 6,1 6,1 6,1
| 6,0 60 6,0 , - -7
-6
| ]
50 2011 2012 2013
2013 2014 2015 .
_ — Spread between R203 and R211 bonds (4-year maturity)
Surveys conducted during 2013: —  Spread between R186 and R197 bonds (10- to 13-year
s st gr N Ondgr s Grd gr maturity)
Source: Bureau for Economic Research, Stellenbosch University Sources: JSE Limited and own calculations
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Domestic growth expected to remain low and output gap relatively

large
Percentage change”

| | | | | | | | |
2006 2008 2010 2012 2015
* At seasonally adjusted annualised rates
MPC meeting Real GDP

2013 2014 2015

September 2,0 3,3 3,6
November 1,9 3,0 3,4

Per cent
- -12
- - 1
7 0
- - -1
- -1-2
- - -3
| | | | ] | | .I-- | _4
2006 2008 2010 2012 2015
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Weak demand for cyclical reasons... credit extension, housing market,
confidence

Percentage change over 12 months

25
— 20
- 15
-1 10
— 5
™ N\ "\
S = o)
- -5
1 I -1Q
2009 2010 2011 2012 2013
- Mortgages — General loans
Instalment sale and — Total loans and
leasing advances
— Real total loans and Other loans and
advances advances
— Credit extended to
households
Historic range Most recent As at MPR:*
Jun Nov
Low High Low High 2
RMB/BER Business Confidence Index 10 91 23 55 52 43
BER Manufacturing Confidence Index 11 93 11 51 42 36
Ernst & Young/BER Retail Confidence
Index 0 94 35 63 50 40
FNB Building Confidence Index 11 89 23 48 37 48
Kagiso/BER Purchasing Managers’
Index 34,6 63,4 46,6 55,6 50,5 50,7
FNB/BER Consumer Confidence Index -33 23 -8 15 -7 -7

* Improved/Worsened since previous MPR \ /
Sources: Kagiso Securities, Rand Merchant Bank, First National Bank, Ernst & Young and the Bureau for Economic Research, 3()
Stellenbosch University



...and for structural reasons... employment, work stoppages, cost
pressures, high debt

Employment o0 Ratio Ratio 49
Indices: 2005 = 100 Per cent
130 140
=1 120
120
=1 100
80 - - 350
110 80
=1 60
100 - 40
=1 20 L i
90 70 300
0
80 1 1 1 1 1 1 1 1 -20
2005 2007 2009 2011 2013
= Formal non-agricultural employment
— Manufacturing employment 60 ' ' ' ' ' ' ' 250
hR/'"1'|“(93§g'p|OBT”;‘?m Ut 2005 2006 2007 2008 2009 2010 2011 2012 2013
REZ GDP ngvar:nrgtzgncu Hre ——Household debt to disposable income of households
(right-hand scale) ——Household net wealth to disposable income (right-hand scale)

Sources: Statistics South Africa and own calculations
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Lower TOT and weaker global growth pressuring the current account deficit

R billions Per cent

100

50

-50

-100

-150

-200

_250 1 ] ] ]
2008 2009 2010 2011 2012 2013

I Balance on current account
s Trade balance

Current account as a ratio of GDP
(right-hand scale)

* Data are seasonally adjusted
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Probability of inflation above 6% alters shape as risks evolve

Per cent
100
-1 80
— 60
=1 40
—20
1 1 | 1 1 1 | 1 1 1 0
Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
2013 2014 2015
mm—— May 2013 MPC mmmm— November 2013 MPC
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With rand trend worsening the inflation outlook

Index 2000 = 100

%0 (Foreign currency per rand) Index

2009 2010 2011 2012 2013

400
380
360
340
320
300
280
260
240
220
200

- Nominal effective exchange rate of the rand (NEER)

- Thompson Reuters/Jefferies CRB Total Return Index*

(right-hand scale)

* The TRJ/CRB Total Return Index tracks international
commodity prices

Sources: Bloomberg and South African Reserve Bank

Indices: 1 Jan 2010 =100

150
Weaker national currency = higher =
40 —~Canada, Australia & NZ E
T 2 o
—Pear EMEs - g =
190 | — South African rand g g
£
120 ¢ 7
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I
1o | 8 F\ I
"" \
AL & L
100 § 'y \
Wi Vo
7'*“:}"# A
90 | L
B|:| ] ] ]
2010 2011 2012 2013

Sources: Bloomberg, International Monetary Fund
and own calculations
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... and shifting sources of financing, with QE tapering for backdrop

R billions

Index

100

180

Capital Transfers Reserves

60
I Unrecorded Transactions B Other Investment
-20 2012 2013 -100 + Portfolio Investment I Direct Investment
s Annual cumulative shares 140 Financial Account
s Annual cumulative bonds )
) ) ) ) )
— \/[X® (right-hand scale) 88’08’88’08’88’0’8’88’0’8’88’0’8’88
0 00 0 O6 0N o 00 0 dodoadeuaN~NN-NM®MM
* Data up to 20 November 2013 82888888 g &858 gz8¢:8¢g8¢8¢8¢8
NN NN NN NNNNNNNNNNNSNNNNAN
Sources: JSE Limited and Bloomberg
Quarter 1 2 3 Quarter to 22 Nov Year to 22 Nov
Bonds 9,9 -7,7 15,4 -9,5 8,1
Equities 3,0 19,7 4,3 -22,4 4,7
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Risks from tapering associated with very high uncertainty

When?

Pace?

Offsets?

After?

Impact on commodity prices?
How much repricing?

Risk premia?

How much growth?

How much inflation?
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Summary and risks

Policy settings in major world economies continue to support the recovery, but...
Systematic downward revision of global growth forecasts
Fiscal policy uncertainty major challenge
Uncertainty and impact of tapering
Downside risk to domestic growth
Growth outlook fragile, with Q3 affected by work stoppages

Both business and consumer confidence remain at low levels (tot, income growth,
debt, costs)

Some upside possible if taper = stronger US growth...
...but higher borrowing costs
Upside risks to the inflation outlook
Headline inflation subject to volatile food and petrol
Unit labour costs to rise if growth slows
Core inflation higher and sticky
Tapering spillovers to bond and equity prices, the currency

Current account deficit stubbornly high as adjustments lag, but expected to decline

37



	November 2013 Monetary Policy Review
	Slide Number 2
	Advanced economies slowly recovering, but gap to 2008 large for most
	Slide Number 4
	Slide Number 5
	While EME slowdown continues… growth constrained by cyclical and potential factors
	Will EMEs push global GDP growth much higher?
	Slide Number 8
	Are forecasts behind the curve?
	China’s fortunes remain critical to EME outcomes
	Inflation lower, globally 
	BRICS inflation roughly stable but with upward shifts either early or late in 2012
	Slide Number 15
	Despite stronger GDP growth, inflation unexpectedly weakens in advanced economies
	Macroeconomic outcomes and policy setting pressured by taper threat > yields up despite lower inflation & stubborn unemployment
	Global economic growth multi-speed, with multiple risks evident 
	Slide Number 19
	Slide Number 20
	Slide Number 21
	Headline CPI somewhat more volatile
	Contributions to targeted inflation
	Petrol price contributions substantial and volatile
	Less push from international food, but considerable domestic volatility
	Core inflation still trending upward from exchange rate and costs
	With expected peak in Q4 2014 as rand and costs stabilise
	Inflation expectations anchored around 6% but adjusting with outcomes
	Domestic growth expected to remain low and output gap relatively large
	Weak demand for cyclical reasons… credit extension, housing market, confidence 
	…and for structural reasons… employment, work stoppages, cost pressures, high debt
	Lower TOT and weaker global growth pressuring the current account deficit
	Probability of inflation above 6% alters shape as risks evolve
	With rand trend worsening the inflation outlook
	… and shifting sources of financing, with QE tapering for backdrop
	Risks from tapering associated with very high uncertainty
	Summary and risks

