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Credibility and counter-cyclicality:
monetary policy responses to lower inflation and low growth

Global conditions are favourable

Growth is stagnant, mainly because of weak confidence
Inflation is lower, possibly temporarily

This has permitted some countercyclical easing

Opportunity for permanently lower rates?



Risk-on in global financial markets
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Asset prices elevated
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Capital to emerging markets
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AE policy loose, supporting this rally

FOMC median forecast and implied Probability of ECB rate hike
market projection for Fed funds 100
3.25
90
—March o 30
2.75 —September 20
© 595 —Latest . 60
oy & ® Dots Median ° 50
1.75 40
_ 30
1.25 20
10
—InJune 2018 —In December 2018
0.75 0
Jull7  Jan18  Jul18 Jan19  Jul 19 Jan 2017 May 2017 Sep 2017

Source: Bloomberg
Source: Bloomberg

2017-10-04 Monetary Policy Review 6



2017-10-04

Normalisation talk causing some volatility
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Urgency for normalisation?

G3 inflation*
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Recovery strengthening, led by advanced economies...
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Supported by stimulus in China
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And creating favourable conditions for EMs

Emerging Market Indices
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Policy tightening and weak global prices allows easing
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South African inflation has slowed, but less sharply

Targeted inflation
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Inflation eased due to lower food prices...
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... and electricity price inflation
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Exchange rate

Exchange rate recovery
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Core (ex food & energy) slowed with rand

Core, core goods and services inflation
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Services stable, if somewhat lower

Services inflation

===Previous MPR —Latest estimate

0

2014 2015 2016 2017 2018

Sources: SARB and Stats SA

2017-10-04 Monetary Policy Review

18



Inflation to stabilise over 5%
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Oil assumption risk

Evolution of crude oil price forecasts
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Electricity prices risk

Alternative electricity scenarios
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Longer-term inflation expectations near 6%

Survey-based inflation expectations™
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Respondents notice lower inflation...

Inflation expectations Inflation expectations for 2019
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Keeping wage growth elevated

Wage growth
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Forecast suggests ULCs stay lower than usual

Unit labour costs and its components
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Growth picks up slightly

Real GDP growth
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Reflects very low confidence...

Consumer Confidence
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...shown in surveys

Constraints to manufacturing sector Evolution of major constraints
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And carrying long-run implications

Business confidence and investment Potential growth
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Debt also constraining growth

et Household debt - General government debt
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Growths shocks widen the output gap

Output gap
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Decline in inflation opened some policy space

Policy rates
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Unlikely to provide major impetus
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Longer term, lower inflation impacts borrowing costs

Inflation expectations and borrowing costs

@ South Africa

Russia @ Brazil
®
Hungary Chile  phillippines

3 ® L */Iexico

@ @
2 Thailand Poland $eru

5y ahead inflation forecast
N

® Turkey

0 2 4 6 8 10

Source: Bloomberg and IMF

2017-10-04 Monetary Policy Review

12
Sy yield

35



Opening up space for more productive investment?
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Conclusion

* Lower inflation provides near term leeway for lower rates
e But improvement may be temporary
* Greater prize is lowering long-run inflation expectations

* Policy settings find space to optimise short & long run needs



