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Dear Investor 
  

 

  

  South African Reserve Bank – Monetary Policy Committee – 19 May 2016 
  

 

  

  

A lot of speculation from professionals in the industry seems to have gravitated towards the 
possibility that the Governor of the Reserve Bank would not hike interest rates at the MPC 

meeting on 19 May 2016. 
 

Below is a list of Questions and Answers compiled by the Absa Asset Management Fixed 
Interest Franchise team, represented by Eben Mare' and James Turp to understand the 
larger impact of the results. 

  

 
  

 
      

          

          

    

Q. Having raised the policy rate 100bp over the last three meetings, the MPC left the 
Repo rate on hold at 7.0% today, despite warning of increased upside risks to their 
inflation outlook. What was the thinking behind this pause, it seems inconsistent with 

previous actions? 

    

          

          

    

A. The decision was always going to be difficult, the MPC policy dilemma between 

containing elevated inflation pressures while growth continues to fall, has been the 
theme since the hiking cycle began in July 2014. The statement was consistent with 
conditions that could easily justify an interest rate hike. The Rand’s recovery in April was 

short-lived, oil prices have risen and food price inflation has surprised against already 
elevated expectations as a result of the drought and the weaker currency. Albeit low, 
there is increasing evidence of exchange-rate pass through being measured.  
The growth outlook remains weak with risks to the downside, particularly in the short 
term. Mining and agricultural sector weakness is expected to weigh heavily on growth. 
Labour market trends reflect the weak economy with unemployment rising to 26.7% in 

Q1 2016. Household consumption expenditure and credit extension remains weak. 
The Governor mentioned that the longer-term inflation forecast has improved, taking 
into account previous rate hikes and the delayed effect of monetary policy. Core inflation 
was reduced for the 2016 forecast. While we are still in a hiking cycle the MPC felt there 
is some room to pause for now. The trend of voting amongst MPC members slowed to 
5/1 in favour of a pause from a split decision in March. 

 

    

          

          

    Q. What were the main changes to the MPC’s forecasts and why?     
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A. The inflation forecast was moved higher to 6.7% (6.6% previously) for 2016 mainly 
as a result of food, fuel and currency changes while 2017 and 2018 forecasts were 

reduced to 6.2% and 5.4% respectively, reflecting the anticipated effects of previous 
policy rate hikes. Real GDP was reduced to 0.6% (0.8%) for 2016 while 2017 and 2018 
were reduced by 0.1% to 1.3% and 1.7%. 

    

          

          

    Q. Could this be the end of the hiking cycle?     
          

          

    

A. The statement confirmed that we are still in a hiking cycle although the trend of the 
voting split (as mentioned) has been clearly softening away from unanimous hikes. The 
constant reduction to the growth outlook, while the effects of previous hikes become 
apparent, will be measured against the risks to inflation and price stability in the short 
term (such as the US Fed hiking rates this year, sooner and more than anticipated and 

the currency continuing to weaken further). Given the risks to price stability it is too 

soon to call the end of the cycle until there is evidence that the risks to the inflation 
forecast have reduced considerably. There was enough reason to hike at this meeting 
and as such this leaves the door wide open for further policy tightening if necessary. 

    

          

          

    Q. What do you believe is the most significant new development since the last MPC?     
          

          

    

A. The risks for higher inflation remain the same now as those which previously 
prompted three consecutive rate hikes of a cumulative 100 basis points. This time 
around the focus has shifted to the underlying economy with more attention being paid 
to GDP and unemployment as well as the struggling mining and agricultural sectors. It 
could be the case that the first quarter GDP figures are expected to be so weak that in 
light of this (and perhaps the ratings agencies pending review) it was considered enough 

of a concern to pause, thereby affirming that monetary policy is growth cognisant in its 

pursuit of price stability within an inflation targeting framework. 

    

          

 
  

 
     

 

 

Yours sincerely  
 
Sylvester Kgatla  
Head of Absa Fund Managers  
Wealth, Investment Management and Insurance 
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