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Persistent baseline concerns while near term more benign

Regional GDP outcomes diverging while inflation lower
Normalisation & other major CB actions

Oil prices sharply lower and food price inflation easing
Headline inflation forecast improved

Inflation outside the target for much of 2014

Core inflation approaching 6%

Rand weakness persists, with risks from CAD

Inflation expectations above 6%

Severe supply shocks to GDP give way to modest demand
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World growth slower since 2010, forecasts falling
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With significant differences in growth

Percent 5 Per cent of total labour force .~ 44
- Real GDP growth
: A Unemployment |
A Euroarea | 11
L 3 .
19
- 2
-1 17
o . ° 13
Forecast
Euro area - -1 Forecast
2010 2011 2012 2013 2014 2015 2016 L T O 3

2007 2009 2011 2013 2015 2017 2019

Source: IMF, World Economic Outlook, October 2014 di.

South African Reserve Bank



Reflected in major divergence in central bank policy

stance
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Emerging markets continue to slow...
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...with relief arriving as oil prices plunge

US dollars per barrel
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Headline inflation outside the target for much of 2014

Percentage change over 12 months
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Oil prices plunge, food prices slowing
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...pulling headline inflation down into the target range

Percentage change over 12 months* and percentage points

2013 2014
Weights Q4 Q1 May Jun Jul Aug Sep Oct
Goods inflation* 49,86 4,8 6,0 75 74 68 68 58 5,6
Services inflation* 50,14 5,9 59 59 60 60 60 6,1 6,0
Targeted inflation* 100,00 5,4 59 66 66 6,3 64 59 5,9

Contributions to headline inflation

Food 14,20 0,5 o8 1,3 1,3 1,3 1,4 1,2 1,1
Petrol 568 0,5 o7 08 08 05 03 01 01
Housing and utilities 24,52 1,3 1,3 14 1,4 14 1,4 14 1,4
Miscellaneous 14,72 1,1 10 10 10 1,1 1,1 1,0 1,0
Other 28,92 1,5 1,4 14 15 14 15 1,5 1,5

Sources: Statistics South Africa and own calculations dip
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While core inflation still drifting up from 3% in 2011 to
5,7%
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Inflation expectations clustered above 6%

Annual average, per cent
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The exchange rate remains a significant risk
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With tapering of QE a major driver

INndices: 31 December 2012 =100

. . 140
Taper talk E Tapering E 1330
. v Wa 120
. N r -
: R R e 110
: 100
| 90
2014
. INdices: 31 December 2012 = 100 140
Taper talk ! Tapering , 130
. : ' oA ] e
: Vg g™ 120
: ey Y ey
110
100
90
2013 2014
South Africanmn rand — Brazilian real
Australian dollar — INndian rupee
Canadian dollar — Turkish lira
INndonesian rupiah — Chilean peso

Mexican peso

d

South African Reserve Bank

Sources: Reuters and own calculations



Risks to the inflation forecast are now balanced, 2015

forecast improved

Per cent
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Core inflation to continue its upward trend until early 2015 -
below 6 per cent

Per cent Per cent
14 6,0
<412 - =59
- -15,8
=110
B =157
1° F 456
e L 1
-1/ - =154
""""""""""""""""""" - ~53
- =12
| I I 1 1 I 50
I I TR N T TR I I R 0 Nov Jan Mar May Jul Sep Nov
20060 2008 2010 2012 2014 2016 2013 2014
m— Targeted inflation m COre inflation m— 0014 w0015 m— 2016

Source: South African Reserve Bank QﬂP

South African Reserve Bank
16



Scenario: Crude oil prices drop by US$10 and USS20 per barrel
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Monetary policy adjustment has been gradual in 2014

Per cent
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Credit extension weak with households highly indebted

Percentage change over 12 months
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Little evidence of demand side pressure on prices... even as
potential growth falls

Per cent
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Sector outcomes volatile due to supply shocks

Per cent*®
Sector 2012 2013 2014
Year Q1 Q2 Q3 Q4 VYear Q1 Q2 Q3
Mining -2,9 14,3 -45 12,3 17,2 40 -230 -3,1 1,6
Manufacturing 19 -78 11,7 -6,6 12,3 0,7 -6,4 40 -34
Wholesale, retail 3,6 0,9 2,2 0,3 1,8 1,9 1,5 -0,2 3,4

Finance, real estate,
business services 30 4.8 50 2,8 2,6 3,0 1,4 1,2 2,4

Total 2,2 14 3,7 1,2 51 22 -16 05 14
Total (before revisions) 2,5 0,8 32 0,7 38 19 -0,6 0,6

* Quarterly data refer to quarter-on-quarter growth at seasonally adjusted
annualised rates

Sources: Statistics South Africa and own calculations di@
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Sentiment indicators support near term growth higher, but
not high

As at MPR:*
Jun2014 Dec 2014
RMB/BER Business Confidence Index 41 51
Kagiso/BER Purchasing Managers' Index 47.5 53.3
FNB/BER Consumer Confidence Index -6 -1

*Improved/Worsened since previous MPR

Sources: Bureau for Economic Research and South African Reserve Bank
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Imports outpace exports since the crisis
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Sustained trade deficit the main factor in current account

R billions
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Domestic growth slower since 2011, forecasts falling

Percentage change” q

Downside risks
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Monetary policy adjustment gradual

Regional GDP outcomes diverge while inflation lower
Normalisation & other major CB actions

QOil prices sharply lower and food price inflation easing
Rand weakness persists, with risks on the CAD

Output recovering slowly

Gradual policy adjustment, tuned to near term developments, & focused
on long run stability...

- lower inflation expectations
- control inflation
- reduce uncertainty to support long-run investment
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Thank You




