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October review: volatility and fundamentals

e Strong, synchronised global growth fading
e SA growth weak and macroeconomic imbalances somewhat smaller

e Lower inflation not expected to persist
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Trade-weighted global growth
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Less synchronised growth

G3 gowth rates

Global growth synchronisation
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With inflation rising back to target...

G3 inflation rates
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And rates normalising
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US yield curve shifting up & dollar appreciating

Treasury yield curves Broad dollar index
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Capital outflows from EMs

Emerging market portfolio flows

(excluding China)
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Broad-based EM sell-off
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Inflation performance one differentiating factor

EM 2019 inflation forecasts Inflation forecast revisions (Oct. vs April)
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Alongside macro fundamentals

Size of twin balances (2017) EM imbalances and currency depreciation
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SA’s macro adjustment still underway

Current account balance Fiscal account
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And over-reliant on households and firms

Current account and net lending/borrowing
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Helps explain flat-lining investment

Gross Fixed Capital Formation
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Feeding through to confidence
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... in the context of institutional weakness
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Upshot is lower potential growth

Potential growth
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2018H1 recession still a surprise

Real GDP growth
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Demand looks weak; output gap more negative

Manufacturers:
| . ) e Output gap
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Closing the output gap gets us to 2% growth in 2020
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Real GDP forecast evolution

2.5
4N
’ - e
2.0 AN VAR VO PN
\ / -~
N / ’/’
\\ ,, ’/'
© 1.5 \ ‘L’
= NS
E -7
1.0 [J
] e Actual
]
0.5 H === Mar 2018
~~~‘
=== Sep 2018
0.0
2017 2018 2019 2020

Sources: Stats SA and SARB

2018-10-29 “ '



Inflation close to the midpoint recently
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Short-term disinflationary shocks helped
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Contributions to headline inflation
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Source: SAR
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Exchange rate a source of pressure
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And petrol (oil price, exchange rate, taxes)

Evolution of world oil price forecasts
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Evolution of domestic fuel price forecasts
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Inflation expectations still above 4.5%

Inflation expectations
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Wage increases remain higher than productivity gains

Real ULC growth forecast Drivers of inflation above 4.5%
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Repo rising in nominal terms
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Key settings are real repo & gap to neutral

Real repo relative to neutral rates

3
2
1
X
. N
\/ \/‘/ Real repo
-1
-2
2010 2012 2014 2016 2018 2020

Source: SARB

29 2018-10-29



Real repo gap expansionary

Real repo rate gap
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Not much evidence of demand pressures

What's the normal sign for the output gap?

Output gap
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Why doesn’t inflation reach 4.5%?

Two year ahead inflation expectations
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Conclusions

e Global conditions less favourable (but not adverse)

e Potential growth remains a policy constraint

e Exchange rate and oil adding inflationary pressure

e Projected nominal rates higher, real rates supportive
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