Economic Insights | 21 November 2024

Monetary Policy Statement

ECONOMICS | SOUTH AFRICA | MONETARY POLICY NEDBANK

The MPC cuts interest rates by another 25 basis points.

As expected, the MPC cut the repo rate by another 25 basis points (bps), the second and final cut for 2024, taking the repo
rate to 7.75% and the prime rate to 11.25%. The decision was unanimous, with the rate cut still considered consistent with
achieving its inflation target. However, the MPC's tone was slightly cautious, reflecting its concern about the uncertain and
changing global environment. Unlike September, the Governor indicated that a 50-bps cut was not discussed. Overall, the
central bank views the risks to the inflation and growth outlook as balanced.

The SARB expects inflation to trend at or close to the midpoint of the target range throughout the forecast period of 2024
t02027. Headline inflation now averages 4.5% in 2024 from 4.6% previously. The inflation forecast was left at 4% for 2025
but raised 4.6% from 4.4% for 2026. The upward revision for 2026 mainly reflects more aggressive electricity price
increases, averaging double-digit rates of 13.3% (from 13.6%), 13.3% (from 11%) and 12.3% (9%) in 2024, 2025 and 2026,
respectively, before moderating to 9% in 2027. Headline inflation dips again to 4.5% in 2027. The core inflation forecast
was revised lower to 4.3% (from 4.4%) in 2024 and 3.9% (from 4.1%) in 2025. Thereafter, core inflation is expected to rise
slightly to 4.4% (from 4.3%) in 2026 and 4.5% in 2027. Price pressures will be kept in check by subdued food inflation and
declining oil prices.

The MPC noted that although the implied starting point for the rand is R17.74/$ for Q4 2024 compared to R18.04 at the
time of the September meeting, the local unit has come under renewed pressure and is vulnerable to further weakness.
Brent crude oil is forecast to average $81/per barrel in 2024, lower than the $83 anticipated previously. Oil prices are
expected to ease to $78/per barrel in 2025 and 2026, declining further to $77/per barrel in 2027. Food inflation is forecast
to climb over the next three years but will remain within target. Although inflation expectations continue to trend above
the midpoint of the target range, the SARB stated that it expects its policy stance and the current low inflation outcomes
to anchor expectations more firmly at lower levels. Despite some upward revisions to the forecasts, the MPC still assesses
the risks to the inflation outlook as balanced.

The SARB sees the domestic recovery taking hold following weak performances in 2023 and at the start of 2024. In the
near term, output is expected to edge higher on lower inflation, higher disposable income and additional spending following
withdrawals from the two-pot retirement system. Over the medium term, growth will likely accelerate as structural reforms
take effect. Growth is forecast at 1.1% (unchanged) in 2024, 1.7% (from 1.6%) in 2025, 1.8% (unchanged) in 2026 and 2% in
2027.The MPC assessed the risks to the growth outlook as balanced.

Chart 1: Inflation is set to hover around 4.5% until 2027 Chart 2: Nedbank repo rate forecast
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The SARB's decision comes as no surprise, given the ongoing moderation in inflation. Headline inflation dipped to 2.8% in
October, its lowest since May 2020. Core inflation also edged lower, declining to 3.9% and reaffirming the ongoing
dissipation in underlying price pressures. On the global front, inflation has reversed its rapid downward trend in some
economies but remains close to central bank targets. Price pressures should be well contained in most economies amid
relatively muted growth and soft demand. The direction of US inflation is less certain, given concerns about the possible
impact of President-Elect Donald Trump's proposed policies. Nonetheless, market polls suggest that the Fed will continue
easing monetary policy until Q3 2025, with policy rates expected to decline by a cumulative 75 bps next year. Despite the
current favourable trend in domestic inflation, the risks to the outlook have increased slightly since the September
meeting. The rand will likely face bouts of pressure amid the anticipated changes in US economic policies. In addition, the
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ongoing geopolitical conflicts still pose upside risks to oil prices, but these will likely be countered by muted global demand.
Further upside pressure could emanate from elevated electricity and administered prices. Looking ahead, we expect
headline inflation to edge higher from November and throughout next year as the base normalises. However, the outlook
still reflects a subdued picture, with inflation hovering around 4.5% over the forecast period. Against this backdrop, we
expect the SARB to continue its easing cycle, cutting by a cumulative 75 bps in 2025.
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Table 1: SARB’s Quarterly Inflation Forecasts

Headline
Jul-23
Sep-23
Nov-23
Jan-24
Mar-24
May-24
Jul-24
Sep-24
Nov-24
Core
Jul-23
Sep-23
Nov-23
Jan-24
Mar-24
May-24
Jul-24
Sep-24
Nov-24

2024

Q4

4.7
4.7
4.6
4.4
4.7
4.7
4.3
3.6
3.2

4.6
4.6
4.6
47
4.9
4.9
4.6
41
38

Q1

4.6
4.6
4.6
4.7
4.7
4.6
4.2
37
35

45
4.5
45
4.6
4.8
47
4.4
39
37

Quarterly headline and core inflation forecasts

2025
Q2 Q3
4.6 4.5
4.5 4.4
45 4.5
4.7 4.5
47 4.6
45 4.5
4.2 4.5
3.8 4.3
37 43
4.4 4.4
4.5 4.4
45 4.5
4.6 4.5
4.6 4.6
4.6 4.6
4.4 45
4.0 42
38 39

Q4

4.5
4.5
45
4.5
45
4.5
4.5
4.4
4.6

4.4
4.4
4.5
4.5
45
4.5
4.4
4.3
42

Q1

4.5
4.5
4.5
4.6
4.6
4.4
4.6

4.5
4.5
4.5
4.5
4.5
4.3
43

Q2

4.5
4.6
4.5
4.5
4.5
4.4
4.6

4.5
4.6
4.5
4.5
4.5
43
4.4

2026

Q3

4.5
4.5
4.5
4.5
4.5
4.3
4.6

4.5
4.5
4.5
4.5
4.5
4.4
4.5

Q4

4.5
4.5
4.5
4.5
4.5
4.3
4.6

4.5
4.5
4.5
4.5
4.5
4.4
4.5

Q1

4.6

45

2027
Q2 Q3
4.6 4.6
4.5 45

Q4

4.6

45

Source: SARB forecast, MPC Statement

Table 2: SARB’s Annual Forecasts

Annual forecast of key macroeconomic variables

Core

Headline
2024
Nov-23 5.0
Jan-24 5.0
Mar-24 51
May-24 51
Jul-24 49
Sep-24 4.6
Nov-24 4.5
Potential GDP
2024
Nov-23 1.00
Jan-24 1.00
Mar-24 1.00
May-24 110
Jul-24 1.20
Sep-24 1.20
Nov-24 120

2025
4.5
4.6
4.6
45
4.4
4.0
4.0

2025
1.20
1.20
120
120

1.30
140
1.40

2026
45
45
45
45
45
44
46

2026
160
160
160
1.60

170
1.80
1.80

2027

2027

2.00

2024
4.6
4.6
4.8
4.7
4.6
4.4
4.3

Output gap

2024
0.20
0.00
0.00

-0.10

-0.30
-0.40
-0.40

2025
45
46
46
46
44
41
39

2025
0.20
0.00
0.10
0.10

0.00
-0.20
-0.10

2026
4.5
4.5
4.5
4.5
4.5
4.3
4.4

2026
0.10
0.00
0.00
0.00

0.00
-0.10
-0.10

2027

4.5

2027

0.00

GDP
2024
12
12
12
12
11
11
11

Repo Rate

2024
7.55
7.54
772
764

7.65
7.86
7.85

2025
13
13
14
14
15
16
17

2025
7.32
729
7.37
7.34

7.29
717

7.40

2026
7.30
7.30
7.33
733

7.25
7.09
727

2027

20

2027

728

Source: SARB forecast, MPC Statement
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DISCLAIMER

The information furnished in this report (the "report"). which information may include opinions. estimates. indicative rates.
terms. price quotations and projections. reflects the existing judgment of the author(s) and the prevailing market conditions as
at the date of this report. which judgment and conditions are subject to change without notice. modification or amendment.
This report does not necessarily reflect the opinion of Nedbank Limited ("Nedbank"). The information herein has been obtained
from various sources. the accuracy and/or completeness of which Nedbank does not guarantee and for which Nedbank
accepts no liability.

Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers. These indications
are provided solely for your information and consideration. The information contained in this publication may include results of
analyses from a quantitative model which represent potential future events that may or may not be realised. and is not a
complete analysis of every material fact representing any product. Any estimates included herein constitute Nedbank's
judgment as of the date hereof and are subject to change without any notice. Nedbank and/or its affiliates may make a market
in these instruments for our customers and for our own account. Accordingly. Nedbank's may have a position in any such
instrument at any time.

Nedbank recommends that independent tax. accounting. legal and financial advice be sought should any party seek to place
any reliance on the information contained herein. This report is intended for use by professional and business investors only. It
may not be considered as advice. recommendation or an offer to enter into or conclude any transactions. This report has been
prepared for general dissemination and information purposes only and may not be construed as an offer to buy or sell or a
solicitation of an offer to buy or sell any financial instruments or to participate in any particular trading strategy in any
jurisdiction. Any additional information relative to any financial instruments and/or financial products reviewed in this report is
available upon request.

All rights reserved. Any unauthorised use or disclosure of this report is prohibited. This report may not be reproduced without
the prior written consent of Nedbank. The information contained in this note is intended solely for the recipient and may not be
distributed by the recipient.

Alltrademarks. service marks and logos used in thisreport are trademarks or service marks or registered trademarks or service
marks of Nedbank or its affiliates.
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