s IXCCCCTMXCCCCITmMX s___s V,\ ({mm :____
______. /o\ _.______. < _________ I \O) ._______ _____
OO
._,___; > llin. 75Nt 77 ._______. 0 wllln, \o/ il
A%@%<%g§@§@g
ICOMMICOMMIOMMIOMMIMI
.______.. .:—___.. \/ ._,____.. ._:__r. \/ .____?. ._=_:

a S §___= aa__é i
A RS RL

S-
S,
-
O
al
>S-
a4
_Aln
L
<
O
=

< s
o
o
> 2
L] ©

@)
xlg

Staying the course

South African Reserve Bank

Monetary Policy Forum




Summary dk

SOUTH AFRICAN RESERVE BANK

Global inflation rising again; major CBs tightening while response less synchronised in EMs

Global growth resilient, thanks to Al-related activity & valuations

SA growth shaken but not derailed; risks are tilted to the downside

Inflation has risen and is broadening as shock persists...

Risk of large second-round effects increasing, prompted SARB to raise policy rate

Monetary Policy Review | October 2026




The Middle East conflict shock has put inflation back in the spotlight
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Global headline inflation
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Shipping costs have risen sharply and supply-chains disrupted, raising supply costs

Baltic price index
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Global PMI input and output prices
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-~ ..lifting goods prices (but shock yet to transmit to services) JIE
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Prolonged shock raises the risk of deanchored expectations, persistent inflation 4]5

SOUTH AFRICAN RESERVE BANK
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S K Evolution of headline inflation forecasts for Inflation expectations*
P 2027
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Major CBs have synchronised around a tightening bias gﬂE
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- With few exceptions, policy marginally restrictive to neutral gm;
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Real monetary policy rates**
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- Yields at record highs in AEs, helping tighten financial conditions gm;
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Advanced economy 10-year bond yields 10-year US Treasury decomposition
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While relatively strong currencies moderated imported inflation pressures gﬂ&

SOUTH AFRICAN RESERVE BANK

Selected FX performance vs US dollar* Rand exchange rate
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Inflation projected to return to targets from end-2027...but risks? 415

SOUTH AFRICAN RESERVE BANK

i s
iy

Headline inflation in advanced economies* Headline inflation in emerging markets*
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—Turning to the real economy, Al-related activity has underpinned global growth
resilience 4]5
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* Al-related goods are the 104 products at the HS6 level defined by the WTO. Examples
include semiconductor manufacturing equipment, computing and processing hardware

Contributions to global merchandise trade

mmm Al-related goods*
Other goods
—Total merchandise trade

Source: OECD
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Exports and imports

6 M Exports
5 ¥ Imports
M Agriculture imports (4.0%)
4 M Other imports (15.2%)*
3 B Mining imports (16.5%)
= Manufacturing imports (61.7%)
2
X 1
<
c 0
e |
-2
) i J -3
-4

2025Q1 2025Q2 2025Q3 2025Q4 2026Q1 2026Q2
* Includes: Other goods and services
** Weights of import components in brackets
Sources: Stats SA and SARB

Net exports reversed sharply in Q2 on higher fuel imports

db
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Selected components for imports*
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Source: SARB
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...outweighing the modest rebound in HH spending growth
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HH spending benefited from easing debt-service costs and credit &

SOUTH AFRICAN RESERVE BANK

Ratio of debt-service cost to disposable income Contributions to unsecured loans*
el Overdrafts (7.4%)
Other general loans (57.5%)
1.5 mm Credit cards (35.1%)
0]
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30.5
o =
X 9.5 S 0.0
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L 2 2 2 2 2 N R 2 N ** year-on-year percentage growth
Source: SARB Source: SARB
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On the whole, household pressures have not abated dn}
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Total non-agricultural formal employment Real disposable income
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Investment remains the missing growth engine
...and explains SA’s growth underperformance relative to peer EMs

Net fixed investment
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Investment-to-GDP ratio and potential growth

—South Africa
Emerging market average

2000
Sources: IMF and Stats SA

2004 2008 2012 2016 2020 2024
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Households continue to underpin GDP growth over the medium term ng
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Contributions to real GDP

5
[ Households Forecast
i | I Government
I Investment
3 [ Inventories
I Net exports
2 — GDP*
4]
£
o1
aQ
X
0
-1
-2
-3
2022 2023 2024 2025 2026 2027 2028

* percentage change
Sources: Stats SA and SARB
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Middle East conflict abruptly reversed the domestic inflation trend dn}
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Contributions to headline inflation*

6
I Fuel (3.8%) I Electricity (3.4%) e

5 Food and NAB (18.2%) mmm Core goods (22.1%) - ‘*\
[ Services (51.6%) —Headline (100%)** \‘

% points

* Weight to headline inflation denoted in brackets
** year-on-year percentage change
Sources: Stats SA and SARB
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Renewed hostilities and constrained global refinery capacity add upward pressure &
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= =
===S:===¢ Fuel inflation, petrol and diesel prices* Refinery margin proxy
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= ...Wwhile food’s disinflationary impetus has likely troughed dk

S &S & Fertiliser and diesel costs could affect planting decisions and thus supply

SOUTH AFRICAN RESERVE BANK

Contributions to food inflation* 14 Food inflation
9
8 Cereal products (22.7%) Meat (28.0%) Forecast
m Milk and eggs (10.0%) I Vegetables (9.5%) 12
7 i NAB (7.6%) Other food (17.1%)**
—Food and NAB (100%
6 ood an ( ) 10
5
b4
£4 8
(o]
a3
X
2 6
1
4
0
, ; - 2 === Jul 26 MPC
g | 0,6’ ‘5\5" *,'f? &:15" ,éf’ j’ «q, *S\'Q’ wa &:»“’ Sep 26 MPC
' l W @’b @'b N (,?/Q eO W @Q @’b N 0
_ | * Weight to food and NAB inflation in brackets 59 »\9 f\,'\‘ f{,\' r\?’ r\?‘ qf) q‘,o '{,\ q‘,b ,‘9
S 40 ** Includes: fish and other seafood, oils and fat, fruits and nuts, sugar confectionary and '\9 ’19 '\9 '\9 '\9 ’\9 ’\9 '\9 ’\9 '\9 '19
desserts and other foods
Source: Stats SA Sources: Stats SA and SARB
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* The effective target indicates headline and core inflation that would have aligned

CPl-weighted increase since the oil shock

4.3

2.4
2.1

EX0)

© Effective target*

2022 2026 10-year

daverage

Headline**

2022

with the inflation target over the six-month period.
** Weighted CPI excludes petrol and diesel

2026

10—year
average

Core

%

Inflation has increased strongly since the shock; intensity of price increases similar
to 2022 despite muted food pressures gﬂk}
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Share of items Increasing relative to last 12 months
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Increasing price pressures

Underlying inflation momentum*
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Persistent and common component of inflation
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Measures of underlying inflation also show
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Two-years-ahead inflation expectations: All
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Expectations have climbed modestly, so far, but group dynamics vary
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Changes in two-years-ahead business inflation
expectations

Russia-Ukraine
= US-Iran
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Sources: BER and SARB
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SARB forecasts expectations to remain elevated into 2028 but upside risk as

(poly)shock persistent (break-evens also elevated)

y/y %

BER inflation expectations

Forecast
X
Jul 26 MPC
Sep 26 MPC
------ Inflation target
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Sources: Stats SA and SARB

Y
%
D

db

SOUTH AFRICAN RESERVE BANK

Breakevens
6.0
Middle East
conflict
5.5
5.0
4.5
4.0
3.5 5-year breakeven
—10-year breakeven
3.0
A I I A LT AT I P I %
A R ol
TP P O o o
B S S S
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Shock persistence increases risk of strong second-round effects significantly dk
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Response of business two-year expectations to Response of business two-year expectations to
a temporary fuel price shock* a persistent fuel price shock*
1.2 1.2
1.0 1.0
0.8 0.8
w 0.6 w 0.6
L L
= £
9 9 0.4
X X 0.2
0.0
-0.2
-0.4 -0.4
0 1 p) 3 4 5 6 7 8 (] 1 p) 3 4 5 6 7 8

Quarters
* Shock is scaled to realised petrol price increase of 30%. Shaded area indicates

90% confidence intervals.
Source: SARB

Quarters
* Shock is scaled to realised petrol price increase of 30%. Shaded area indicates 90%

confidence intervals.
Source: SARB
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Sharply higher diesel prices a serious threat to underlying inflation
...with possible non-linearities given size of shock €ﬂ$
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Response of core inflation to a 10% shock in diesel prices
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...while El Nino likely adds to food-price pressure, lifting expectations further 4]%

SOUTH AFRICAN RESERVE BANK

=S=oST Cumulative food inflation response to a very Contributions to the FAO Food Price Index
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— == = =

= = — Overall, headline inflation markedly higher with risks to the upside, threatening
— —  — the credibility of our target 4]5
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SARB adopted a cautious approach, raising the policy rate (by 50 bps) as outlook
deteriorated Q‘k
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Nominal policy rate
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Real policy and neutral real rate

Real policy rate

Neutral real rate

Policy must prevent shock from becoming embedded in inflation
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SARB scenarios highlight additional risks & their implications on rates
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* The global inflation surge is not purely temporary: the shock has been prolonged and policy
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=S =% settings may need to become more restrictive.

* Global growth has been resilient so far, but a two-speed world economy is emerging, and an

Al-driven asset bubble is a real risk.

* Continued reform progress underpins our growth outlook, though the risks to that outlook

I are tilted to the downside.

* Inflation will only return to target next year if policy succeeds in preventing second-round

| effects.
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