The weather and the
climate: South Africa’s
macroeconomic position
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Overview

 Part 1: The economic weather
o Inclement start to the year
o A little sunshine in Q2

o But conditions are very changeable right now

» Part 2. The economic climate
o Low growth and falling living standards
o Inflation typically on the high side

o Very low savings rates
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Number of cuts
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This was going to be a year of big rate cuts by major

No. of 25bps cuts priced in by 4Q 2024

—US implied cuts by end of 2024
ECB implied cuts by end of 2024

—UK implied cuts by end of 2024
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“Hike until something breaks” But unemployment in

low, while inflation persists

major economies remains

Inflation in Major Advanced Economies

Unemployment
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The resilience of emerging markets has also been
a popular theme In the global conversation

Systemic Crisis: Year 1995
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Still, the dollar remains unusually strong

Nominal Broad USD Index
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Geopolitics briefly pushed oil over $90 per barrel,
but it has receded again

Brent crude
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Locally, food inflation is falling, after a big surge —
how much more help do we get from this category?

14 Food inflation
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Some pressure in underlying inflation — but we
have been able to keep core mostly contained

SA CPI Inflation




Inflation seems to be heading back to 4.5% —
maybe sooner rather than later

Headline CPI Forecasts

—May 2024 forecast ——March 2024 forecast



~ Risks assessed as broadly balanced -

Inflation risk assessment

Upside risks

Downside risks V

Balanced risks /
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Our model suggests lower rates this year

9 Nominal repo rate

Per cent
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But of course, conditions are very unsettled right
now — major inflection point in SA history?
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Growth in SA very low for a decade,
and the outlook is also problematic

Growth, GDP per capita Per capita GDP growth
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Perhaps the real surprise is the resilience of output:
the economy has absorbed a lot of bad news...

Economic Output
(constant purchasing power parity)
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... for which the agricultural sector no doubt deserves
some credit

Average real growth rates
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Lots of obstacles to growth, starting with
infrastructure problems

Energy availability factor Total dry bulk cargo handled
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Also important to think about the macro. mix

Real repo rate
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Source: IMF




Savings are low, & driven lower by fiscal policy

Investment financing

15

10

5 0
O
[T,
: ] II““
X mmm Corporate savings .I I
10 Household savings
mmm General government savings
-15 Net foreign borrowing
20 = |nvestment
Y > Y > Y > Y > >y > Ny > g > &y > ™~ A0
'\/(OO— '\/(OO— '\:\O— '\//\O— @0 ,\‘/bo' '\90— '\90— f\,QO ’190— "1,'\’0 "1,'\’0 r{)/O— r{)’O— '{,”0 '{,”0 ’19% f\,@’ '1,@’
O S S UG S MU S S S S S S S S S

Sources: Stats SA and SARB Ii\

20 SOUTH AFRICAN RESERVE BANK




Global conditions may be turning against borrowers

Global short-term interest rates Global primary fiscal deficits
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We may well be facing higher ‘neutral’ (structural)
interest rates: someone will be crowded out

Borrowing rates, South Africa
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Conclusion

* Inflation getting to target now, and our forecast suggests some

repo cuts
* But policy uncertainty is v. high at the moment
» Growth potential is low, requiring sustained reforms...
* Global rates may also be structurally higher

 This suggests crowding out, globally & in SA — if savings are

scarcer, who gets to borrow?
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SA inflation is high relative to peers —
important to understand the main reason is the target

G20 Inflation Forecasts, 2026
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The resilience of emerging markets has also been a
popular theme in the global conversation

Figure 5: Case Study: Turkey I
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