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South Africa Central Bank Preview: July 2021 
  

Details:  

Monetary policy decision and release of Monetary Policy Report: 1400BST/1500CEST/0900ET, Thursday 22nd 

July 2021. 

 

MNI Point of View  
POV: SARB on Hold at 3.5%, Unrest Unlikely to Spark Expedited Normalisation 
 

The SARB is expected to keep its key rate on hold at 3.5% this week, with inflation still relatively well contained within 
the bank’s 3-6% range. While supply-side risks from socio-economic unrest may have sparked concerns of expedited 
policy normalisation, we expect Governor Kganyago to retain his focus on medium-term disinflationary factors and 
await further confirmation in the data before denting SA’s recovery potential by reactively hiking policy rates.  
 

Although headline inflation moved closer to the upper threshold of the SARB’s range in May, printing at 5.2% y/y 
alongside PPI at 7.4%, core metrics remained persistently low at 3.1% y/y. Headline inflation in June & July is 
expected to moderate slightly to 4.8% and 4.6% respectively on base effects, before lifting once again in August - 
stoking sell-side concerns that a rise in price pressures may force a reactive +25bp hike in September - November 
as supply-chain damage from rioting, and higher fuel prices filter through into inflation metrics. 
 

Figure 1: CPI, PPI Pressure Upper Tolerance band, Core Remains Subdued 
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

This, however, is not our base case at this juncture, as the damage to supply chains and its impact on pricing dynamics 
remains uncertain at this early stage. Nevertheless, we expect disruptions to dissipate in the near-term as the situation 
in KZN & Gauteng becomes less volatile and may prove less substantive than early projections indicate. While SARB 
Governor Kganyago is likely to pay lip service to supply-side risks to the outlook, he has consistently reiterated his 
willingness to keep policy accommodative by looking through near-term transitory factors to focus on the medium-
term disinflationary trajectory.  
 

The previous policy statement saw mixed messages in the SARB’s guidance with end-2021 inflation forecasts lowered 
to 4.2% and 2022/23 unchanged at 4.4% & 4.5% - implying more balanced pricing dynamics in the medium-term. 
However, analysts expect these numbers to see a moderate upside revision of +0.3% added to end 2021 and to 
2022/23 estimates thereafter. Interestingly, phraseology also became incrementally more hawkish in the prior 
statement with the SARB noting that previously “balanced” inflation risks now “appear to be to the upside,” resulting 
in a carefully curated “wait and see” feel to SARB policy.    
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Beyond the key rate decision, this meeting sees FY21 growth forecast revisions from the SARB’s May projections of 
4.2%. The pre-unrest projections aligned with an uptick in growth to 4.5%, however, recent rioting/looting is expected 
to send 3Q21 growth into negative territory, shaving 0.3-0.5% off GDP for 2021 and may temper upside revisions. 
Weaker GDP and high unemployment in the wake of last week’s social unrest are another two core reasons for 
Kganyago to remain cautiously accommodative so as not to hamper the recovery. Moreover, elevated unemployment 
and a persistent output gap should continue to add disinflationary pressures to the SARB’s reaction function 
emanating from a weak aggregate demand impulse and slow structural reform progress amid ANC factional infighting. 
 

In terms of guidance at the meeting, Kganyago may keep his tone unchanged and maintain relatively dovish/neutral 
phraseology for fear of spooking markets amid elevated uncertainty and weak investor sentiment surrounding recent 
socio-political unrest. While there may be some talk of normalisation in the pipeline and inflation risks being tilted to 
the upside, Kganyago will be cognizant of hampering the fragile recovery through reactive hikes or hawkish guidance 
and try to maintain the previous statement’s “wait and see” approach with a marginally dovish tilt.    
 

For now, we stick with our base case scenario of unchanged policy rates until 1Q22 as the SARB’s next steps remain 
contingent on uncertain future data. However, we acknowledge that there are risks that this projection may be brought 
forward to late 4Q21, should incoming inflation data surprise to the upside and pressure the upper tolerance band.    

 

Markets  

Since the May meeting, ZAR has depreciated -2.54% against the USD with a hawkish tilt from the FOMC forcing an 
unwind in global risk conditions, and socio-political unrest driving idiosyncratic weakness across South African 
Markets. Robust fundamentals, attractive terms of trade, signs of a budding reform agenda and macro tailwinds 
propelled USD/ZAR to a swing low marginally below 13.50 mid-June, before the correction took hold and accelerated 
mid-July. 

 
 
Figure 2: Implied Volatility & 5Y CDS Surge from Pre-Covid Lows 

 

 
USD/ZAR 1w & 1m implied volatility rose sharply from pre-covid lows as extensive rioting and looting hit Gauteng and 
KZN in the wake of Ex-President Zuma’s arrest - unwinding months of positive sentiment in ZAR assets, but fell well 
short of elevated levels >20. Nevertheless, fair value in USD/ZAR remains around 15.00, and despite an expected 
moderation in attractive terms of trade in line with a firmer USD in the coming months, ZAR assets continue to display 
relatively attractive fundamentals that should keep the currency mostly stable, but weaker than current levels. 
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The change in domestic rates since the last meeting reflects the extent of SA’s positive fundamental backdrop, which 
has only recently begun to unwind in Mid-June. Since 20 May, the local term structure has bear flattened with the 6m-
2Y portion of the curve rising +20-40bp, while the long end still remains marginally firmer (albeit only -5bp) as markets 
pare back prior duration bets. Moderating inflation in June-July should bolster carry differentials and cushion ZAR 
assets somewhat against the near-term drop-off in investor sentiment. However, expectations for a sharp dip in 3Q21 
GDP may prove to be a more dominant consideration. 

 

 
Figure 3: Term Structure Bear Flattens, Duration Bets Pared as Unrest Weighs 
 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
In the coming months, ZAR will likely take its cues from Fed policy expectations, Ramaphosa’s management of the 
crisis and internal ANC posturing as analysts gauge whether the President can come out stronger as a result of 
expelling factional instigators and instill a more direct path to a reformist ANC. Markets also have brought forward 
some concerns about fiscal risks emanating from the post-riot clean-up and insurance effort that may add pressure 
on Govt to break the spending cap. However, early indications suggest the November medium-term budget will show 
improving fiscal dynamics due to bumper revenue collections on elevated PGM prices that should temper these risks 
somewhat.  
 
For this week’s meeting, we may see a marginally dovish reaction to our base case scenario as markets have 
preemptively priced in a more hawkish reaction from the SARB to recent unrest. USD/ZAR may be slightly more 
buoyant following the decision, with substantial support in the 14.40-14.20 region, while front end yields may retrace 
some of their recent upside.   
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South Africa Central Bank Watch 

 

Sell-Side View 
 

Barclays: SARB on Hold Until November, Unrest may see Hakish Tone Reduced 
• SARB to remain on hold until November, when we look for a 25bp rate hike.  

• Recent communication pointed towards a very measured tightening cycle ahead.  

• This may be toned down a bit in the face of the ongoing protests and raids that look set to shave a few points 
off GDP growth. 

 
Citi: SARB seen Hold at 3.5%, Inflation Outlook and Expectations Contained 

• The sheer scale of uncertainty that currently exists due to the ongoing unrest and third wave lockdown 
restrictions is enough to leave the SARB waiting another meeting to firm up its policy rate normalization 
timeline in our view.  

• But from a data perspective, the oil price may be up but the risk to GDP growth is down. What’s more, the 
inflation outlook remains contained with anchored inflation expectations.  

• The current risk of food shortages is not a sustainable upside inflation risk in our view.  

• The SARB’s constant reminder over recent months that normalization is not urgent and that the process will 
be slow and gradual leaves us confident that the July MPC meeting will not end up hawkish. 

 
Goldman Sachs: SARB Seen On Hold, Despite Incrementally Hawkish Forecast Revisions 

• SARB to keep its repo rate unchanged at 3.5%, in line with the (unanimous) Bloomberg consensus forecast, 
but against market pricing implying a 50% probability of a 25bp rate hike. Our baseline expectation is for a 
unanimous decision among MPC members, but we see some risk of at least one MPC member supporting a 
rate hike. 

• Inflation developments have been incrementally hawkish since the SARB’s last MPC meeting.  

MNI SARB Data Watch List
Inflation Current 3m ago 3m Chg 6m ago 6m Chg 2Y History Hit / Miss Vs Trend Surprise Index Z-Score

CPI YoY % y/y 5.2 2.9 3.2 2.06

Core CPI YoY % y/y 3.1 2.6 3.3 0.11

PPI YoY % y/y 7.4 4.0 3.0 1.65

Economic Activity Current 3m ago 3m Chg 6m ago 6m Chg 2Y History Hit / Miss Vs Trend Surprise Index Z-Score

Trade Balance Rand ZARbn 54.6 31.2 35.3 1.52

Manufacturing Prod YoY % y/y 35.3 -2.5 -4.2 0.64

Absa Manufacturing PMI Index 57.4 57.4 50.3 0.95

SACCI Business Confidence Index 97.0 94.3 93.4 1.95

Monetary Analysis Current 3m ago 3m Chg 6m ago 6m Chg 2Y History Hit / Miss Vs Trend Surprise Index Z-Score

Money Supply M3 YoY % y/y 1.82 7.48 8.15 -2.39

Private Sector Credit YoY % y/y -0.42 2.62 3.38 -0.83

Total Loans and Advances ZAR bn 3602 3621 3575 0.75

Net Reserves $bn 51.37 50.88 52.05 -0.52

Consumer / Labour Market Current 3m ago 3m Chg 6m ago 6m Chg 2Y History Hit / Miss Vs Trend Surprise Index Z-Score

Retail Sales YoY % y/y 15.8 2.2 -4.3 0.63

BER Consumer Confidence Index -13.0 -9.0 -12.0 0.12

Unemployment % 32.6 32.5 30.8 1.04

Non-farm payrolls QoQ %q/q -0.1 0.9 0.6 0.25

Markets Current 3m ago 3m Chg 6m ago 6m Chg 2Y History Hit / Miss Vs Trend Surprise Index Z-Score

Equity (FTSE/Jse Top 40) Index 58795 60881 54380 1.46

SA 10-Year Yield % 9.36 9.50 8.75 0.56

SA 2-Year Yield bps 411 417 420 -0.83

Effective Exchange Rate Index 57.48 55.41 53.60 1.45
Note: For quarterly data the 3m ago column will  display the previous data point and the 6m ago column will  display the data point prior to that. 
Source: MNI, Bloomberg
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• The May headline inflation reading surprised the SARB’s expectations to the upside, and we think this will 
likely imply a small (0.1pp) upward revision to 4.8%yoy to the 2021Q2 headline inflation forecast, even if the 
core inflation projection will likely remain unchanged at 3.1%yoy.  

• There is a possibility of an upward revision to the SARB’s inflation outlook, albeit likely a small one and 
tempered by core inflation remaining subdued around the lower bound of the SARB’s 3-6% inflation target. 

• Activity-related developments have been mixed but also arguably could imply a marginally hawkish revision. 

• From a policy perspective, communication from MPC members has focused squarely on a discussion around 
policy normalisation, although the commentary has been very non-committal on the time horizon and 
emphasising data dependence.  

• This follows from the introduction of an assessment of upside risks to the SARB’s inflation forecasts in May 
and suggests to us that the MPC would like to establish the optionality to tighten policy in the coming quarters 
in the event of significant hawkish data surprises, consistent with the pattern observed among many peer EM 
central banks.  

• Nonetheless, inflation has remained significantly better-behaved than in other EM jurisdictions, with a well-
telegraphed and likely transitory acceleration in headline inflation, driven predominantly by oil prices but with 
core inflation remaining weak.  

• Against the backdrop of elevated recorded Covid cases (and accompanying lockdown measures), we doubt 
that the recent inflation developments would prompt the SARB to tighten policy at this juncture, leaving us 
with a baseline for rates unchanged at this meeting, most likely in a unanimous decision among MPC 
members. 

 
JP Morgan: SARB to Keep Rates Unchanged, Normalisation to start in September 

• The MPC has carefully avoided a hawkish tone at its last few meetings, even as it formally assessed upside 
inflation risks at its last meeting in May. 

•  So far, inflation dynamics have remained fairly well-behaved and the upcoming June inflation print (JPMe: 
4.9%oya) probably will be too late to be taken into account in discussion at the July MPC meeting.  

• Even so, we expect the MPC to revise its 2021 inflation forecast higher by 0.3%-pt to 4.7% (JPMe: 4.7%) 
from 4.4%, on higher core and transportation inflation, along with a similar-sized revision to 2022 projections 
to 4.4%-4.5%oya.  

• The rand input assumption likely remained broadly unchanged at the prior USD/ZAR 14.46 level. 

• Growth revisions have become more complex with incoming data moderately undershooting expectations, 
but largely on normalization off a high March base.  

• Recent unrest adds further uncertainty around the near-term outlook, but is more likely to be incorporated 
into the SARB’s risk assessment rather than its base-case projections.  

• Relative to the SARB’s prior 4.2% growth projection for 2021 and 2.3% for 2022, we expect upward revisions 
of about 0.3%-pt. Given these revisions, we see a high probability that this MPC is not unanimous in favor of 
holding rates steady.  

• Should this be confirmed, a normalisation cycle would be more likely to begin in September with a follow-up 
hike in November, rather than our base case of one hike in November.  

 
Morgan Stanley: SARB To Keep Policy Unchanged, Likely to Tone Down Hawkish Guidance 

• The SARB is likely to keep the repo rate unchanged although the market has been pricing a more hawkish 
outcome in recent days.  

• At the previous meeting, the central bank unanimously kept the policy rate on hold but our economist flags 
that a few hawkish messages appeared.  

• However, the recent unrest in the country is likely to tone down the hawkishness at the next meeting, 
according to our economist.  

• The main reason is that growth will likely be impacted by 0.5-1pp in 3Q. We remain long usdzar and keep our 
target of 15.00 as there is still ample room for the currency to underperform.  

• The main thesis remains one of a strong USD, but last week’s events have been a tailwind. 
 


