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What is the latest? The Monetary Policy Committee (MPC) delivered 

its decision on the appropriateness of the current level of the repo rate 

today. At the second meeting under the chairmanship of governor Gill 

Marcus, the MPC decided to keep the repo rate unchanged. The task 

of the MPC is to weigh the balance of risks of a relatively poorly 

performing economy (and especially the outlook 12 months hence), 

against the prospects for inflation over the next 12 to 18 months. The 

Bank concluded that risks are finely balanced and do not warrant a 

change in the repo rate. This conclusion of the MPC is in line with the 

consensus view of economists and analysts.  

Our view: Some factors that will discourage future rate cuts are that 

the oil price is at relatively elevated levels given the generally poor 

health of the global economy – thus implying that the price may 

increase rapidly when the growth performance of the global economy 

improves; and that cost push factors, such as high electricity prices 

and rather generous wage settlements in 2009, could cause upside 

risks for inflation in the medium term. Also, the comparatively low 

inflation rate is a function of the strong, but volatile, rand.  Furthermore, 

inflation may be outside the target range over the next couple of 

months, even if only marginally, before declining again to within the 

target range. The inflation rate is expected by the SARB to be 5.4% by 

the end of the forecast period. We concur with this view but highlight 

that the inflation profile is not expected to remain below the target band 

over the period. We anticipate above 6.1% readings between July 

2010 and March next year. 

The recent announcement regarding suggested electricity tariffs over 

the next three years will most likely not have a huge direct impact on 

inflation given the low weight electricity has in the consumer inflation 

basket. Further second round effects may be substantial and could add 

around half a percent to inflation, while GDP growth could be lower. 

The danger of higher inflation is that the increases could lead to higher 

inflation expectations and become part of the cost structures of 

companies. The outcome of the current discussion around the 

electricity price will be known towards the end of February. 

A further argument is that the interpretation of data is complicated by 

lags of various duration and intensity. The last interest cut was in 

August last year and have not fully filtered through the economy. This 

is important since inflation targeting is a forward looking exercise. 

Nonetheless, the Reserve Bank’s leading economic indicator has been 

climbing for eight months in a row in November, thus improving the 

prospects of the economy. 

There could have been a discussion by the MPC regarding arguments 

that favoured a rate cut. Lower rates will benefit companies that are 

currently under severe pressure due to the recession and could reduce 

the serious loss of jobs. Another argument is that business confidence 

has hovering near a ten-year low and that lower rates will improve 

business sentiment, investment prospects as well as an improved 

labour market outlook. The latest data from the global economy, do not 

point to vibrant growth, especially in the developed world. Locally, 

despite the fact that the country has emerged from the recession, 

economic growth is hesitant and is likely to remain so over the short- to 

medium-term. Growth in credit extension to the private sector is in the 

red while retail sales remain deeply in the doldrums. A final potential 

argument is that lower interest rates could lead to lower capital inflows 

and thus a somewhat weaker currency, which will support exports and 

thus economic growth. This outcome, though, is not a foregone 

conclusion.  

Given the above uncertainties, it came as no surprise that the MPC 

decided to keep the repo rate on hold. This has the advantage that 

February will see the release of data which will provide a clearer 

picture of the economy. In February GDP growth for the fourth quarter 

of 2009 will become available, the National Budget will be tabled and 

the decision of the National Energy Regulator regarding electricity 

tariffs will be known.    

Conclusion: The Reserve Bank decided to keep the repo rate 

unchanged at 7%, expressing greater confidence about the economy’s 

growth rate and the robustness of the current positive inflation outlook. 

The Bank’s view that the downside risks related to weak demand is 
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currently offset by higher electricity price risks. We maintain the view 

that rates are likely to start heading higher by September 2010. 

 

 

 

 

 

 

 

 



3 

 

 
Group Economics 

Goolam Ballim – Group Economist  

+27-11-636-2910 goolam.ballim@standardbank.co.za 

 

International 

Jeremy Stevens    

+27-11-631-7855    

Jeremy.Stevens@standardbank.co.za    

 

South Africa 

Johan Botha Shireen Darmalingam Danelee van Dyk  

+27-11-636-2463 +27-11-636-2905 +27-11-636-6242  

Johan.botha@standardbank.co.za Shireen.darmalingam@standardbank.co.za Danelee.vanDyk@standardbank.co.za  

    

Rest of Africa    

Yvette Babb Jan Duvenage Anita Last Yvonne Mhango 

+27-11-631-1279 +27-11-636-4557 +27-11-631-5990 +27-11-631-2190 

Yvette.Babb@standardbank.co.za Jan.duvenage@standardbank.co.za Anita.last@standardbank.co.za Yvonne.Mhango@standardbank.co.za 

Kenya 
Tanzania 
Uganda 
Zimbabwe 

Botswana 
Lesotho 
Namibia 
Swaziland 

Malawi 
Mauritius 
Mozambique 

Angola 
DRC 
Ghana 
Nigeria 
Zambia 

    

Simon Freemantle    

+254 (20) 3269 027    

Freemantles@stanbic.com    

Kenya 
Uganda 
Tanzania 

   

 

All current research is available on the Standard Bank Group Economics home page. In order to receive Group Economics’ research via email, all 
clients (new and existing) are required to register and select publications on the website. Click on http://www.standardbank.com/Research, select Register 
and enter your email address. A username and password will then be emailed to you. 

1.  

  

 

 

 

 

 

 

 
Analyst certification 
The authors certify that: 1) all recommendations and views detailed in this document reflect his/her personal opinion of the financial instrument or market class discussed; 
and 2) no part of his/her compensation was, is, nor will be, directly (nor indirectly) related to opinion(s) or recommendation(s) expressed in this document 
Disclaimer 
This document does not constitute an offer, or the solicitation of an offer for the sale or purchase of any investment or security. This is a commercial communication.  If you 
are in any doubt about the contents of this document or the investment to which this document relates you should consult a person who specialises in advising on the 
acquisition of such securities.  Whilst every care has been taken in preparing this document, no representation, warranty or undertaking (express or implied) is given and no 
responsibility or liability is accepted by the Standard Bank Group Limited, its subsidiaries, holding companies or affiliates as to the accuracy or completeness of the 
information contained herein.  All opinions and estimates contained in this report may be changed after publication at any time without notice. Members of the Standard Bank 
Group Limited, their directors, officers and employees may have a long or short position in currencies or securities mentioned in this report or related investments, and may 
add to, dispose of or effect transactions in such currencies, securities or investments for their own account and may perform or seek to perform advisory or banking services 
in relation thereto.  No liability is accepted whatsoever for any direct or consequential loss arising from the use of this document. This document is not intended for the use of 
private customers.  This document must not be acted on or relied on by persons who are private customers. Any investment or investment activity to which this document 
relates is only available to persons other than private customers and will be engaged in only with such persons.  In European Union countries this document has been issued 
to persons who are investment professionals (or equivalent) in their home jurisdictions. Neither this document nor any copy of it nor any statement herein may be taken or 
transmitted into the United States or distributed, directly or indirectly, in the United States or to any U.S. person except where those U.S. persons are, or are believed to be, 
qualified institutions acting in their capacity as holders of fiduciary accounts for the benefit or account of non U.S. persons; The distribution of this document and the offering, 
sale and delivery of securities in certain jurisdictions may be restricted by law.  Persons into whose possession this document comes are required by the Standard Bank 
Group Limited to inform themselves about and to observe any such restrictions.  You are to rely on your own independent appraisal of and investigations into (a) the 
condition, creditworthiness, affairs, status and nature of any issuer or obligor referred to and (b) all other matters and things contemplated by this document.  This document 
has been sent to you for your information and may not be reproduced or redistributed to any other person.  By accepting this document, you agree to be bound by the 
foregoing limitations. Unauthorised use or disclosure of this document is strictly prohibited.  Copyright 2004 Standard Bank Group. All rights reserved.  

mailto:Anita.last@standardbank.co.za
http://ws9.standardbank.co.za/sbrp/LatestResearch.do

