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South Africa Monetary Policy
We now expect a 50bp hike at the May MPC meeting

We adjust our monetary policy view to pencil in a 50bp repo rate hike at the May MPC meeting from our previous expectation of a hold. In
the South Africa Q2 23 Quarterly Perspectives, which we published in early May, we argued that the hiking cycle was likely done but
acknowledged that the environment remained highly uncertain, with the exchange rate as one of the key risks to our rate view. The
sudden sharp ~3% depreciation in the trade-weighted rand over the past week after a string of negative news headlines is a
materialisation of that risk and we believe the SARB will need to respond to contain the associated inflation risks. We stress that
uncertainty around our rate call is high given the ongoing currency volatility. The rand has partially rebounded into this week and a
further rally could create risk of a 25bp hike instead of the 50bp that we expect. Beyond May, we expect the repo rate to remain on hold
until March 2024, but we see risks of further rate hikes in the near-term if the exchange rate weakens further or CPI data surprise to the
upside.

We now expect the SARB to hike the repo rate by 50bp at the May MPC meeting. In our recently published South Africa Q2 23 Quarterly
Perspectives - No growth without power (2 May 2023), we argued that the SARB’s hiking cycle was likely done after the 50bp hike in March. However,
we acknowledged that the environment remained highly uncertain and that the risks were skewed towards more monetary policy tightening in
the near-term. Since then, the rand has weakened significantly more than expected and this represents a strong materialisation of a key upside
risk to interest rates that we flagged in our forecast write-up. The SARB stated clearly at the March MPC meeting and its recent Monetary Policy
Forum that the priority for monetary policy currently is to bring inflation and inflation expectations down sooner rather than later. Governor
Kganyago stressed that allowing inflation and inflation expectations to settle at higher levels will require a costlier policy adjustment in the future.
Deputy Governor Naidoo also discussed the risks to monetary policy last week and was quoted by Business Day as having said that the exchange
rate and load shedding were two risks that may result in the MPC taking ‘further steps to bring inflation down’. Against this context, we believe
that the SARB MPC will respond to the big FX weakening with more tightening. We stress however that there is a high degree of uncertainty around
our expectation of the MPC’s response given that the currency may remain highly volatile ahead of the rate decision on 25 May. Analyst consensus
from the last Reuters Econometer poll is for the SARB to remain on hold but this survey was conducted before this recent bout of currency
weakness.

Figure 1: The rand has weakened dramatically over the past week... Figure 2: ... resulting in market expectations of a strong SARB response
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The sharp exchange rate depreciation is a strong upside risk to the inflation outlook. Earlier this year, the rand was already one of the weaker
emerging market currencies, likely reflecting intensified load shedding and other idiosyncratic problems specific to South Africa, in our view. More
recently, the pressure on the currency has intensified dramatically, after a string of negative news headlines that were initially about the ongoing
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electricity supply crisis with some government comments about the risk of a complete grid collapse, followed later by US allegations that South
Africa had supplied arms to Russia. All told, the rand has come under significant pressure (Figure 1) over the last week, resulting in market re-
pricing of the future path of interest rates (Figure 2). After closing at 18.33 against the USD on Friday 8 May, the rand weakened to an all-time low
of 19.51 at some point on Friday 12 May. At the time of writing, the rand had pulled back to 19.06 against the USD. In trade weighted terms, this
is a ~3% depreciation over the past week or so. The currency markets remain in flux, and it is still unclear where the exchange rate will settle, but
nonetheless, such a big movement over such a short period of time is a sudden inflation shock with multiple channels and varying lags. The most
immediate channel will be via fuel prices, which are adjusted monthly based on FX and international product price movements. Anotherimportant
channel is food prices. South Africa’s food inflation has surprised to the upside in recent months. A weaker exchange rate could generate further
stickiness in food inflation despite lower global food prices and easing domestic prices for wheat and maize. The exchange rate movement could
also be critical for inflation expectations, which have recently already moved close to the top end of the target range. Moreover, the recent rise in
core goods inflation may also be hinting at a widening FX pass-through pressure. The ongoing load shedding crisis arguably also worsens the
inflation risks of the exchange rate since production disruptions increase reliance on imported products.

Beyond May, we acknowledge risks of further monetary policy tightening. Amidst persistent multiple upside price shocks and higher than
normal uncertainty about the future, the informational value of available data, as it emerges, will be more important than projections. Therefore,
further exchange rate depreciation or evidence in the CPI data of further broadening in price pressures or ongoing stickiness in food inflation
could result in further rate hikes. We still see the terminal nominal repo rate at 7.0%. Our baseline view is that the SARB will begin a gradual easing
cycle from March 2024, delivering cumulative easing of 125bp and leaving the repo rate at 7.0% in late 2024. Even before the most recent above-
expectations 50bp hike in March, consumers were already starting to feel the pressure, with signs of rising debt distress in as early as Q4 22.
Another big interest rate hike at this stage could crush consumer spending, but at this stage, we believe the SARB will stick to its hawkish anti-
inflation stance.
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DISCLAIMER

This publication has been produced and distributed by Absa Bank Limited (Registration No.: 1986/004794/06.) acting through its Corporate and
Investment Bank division, a member of Absa Group Limited (“Absa”). Absa is an authorised financial services provider, a registered credit provider
Reg No NCRCP7. Absa is regulated by the South African Reserve Bank. Absa distributes this material in South Africa. This publication is not, nor is it
intended to be, advice as defined and/or contemplated in the (South African) Financial Advisory and Intermediary Services Act, 37 of 2002, or any
other financial, investment, trading, tax, legal, accounting, retirement, actuarial or other professional advice or service whatsoever. Where this
publication states on the front page that it is intended for institutional investors, distribution to retail investors is strictly prohibited. Any other
persons who receive this communication should not rely on or act upon it. Absa accepts no liability for use of the contents of this report by
unauthorized recipients. The information contained in this publication has been obtained from sources that Absa believes to be reliable, however,
Absa does not represent or warrant that it is accurate or complete. Prices shown are indicative and Absa is not offering to buy or sell or soliciting
offers to buy or sell any financial instrument. Absa is not responsible for, and makes no warranties as to the information or opinions contained in
any written, electronic, audio or video presentations of third parties that are accessible via a direct hyperlink in this publication or via a hyperlink
to a third-party web site (‘Third-Party Content’). Any such Third-Party Content has not been adopted or endorsed by Absa, does not represent the
views or opinions of Absa, and is not incorporated by reference into this publication. Third-Party Content is provided for information purposes only
and Absa has not independently verified its accuracy or completeness. The views in this publication are those of the author(s) and are subject to
change, and Absa has no obligation to update its opinions or the information in this publication. If this publication contains recommendations,
those recommendations reflect solely and exclusively those of the authoring analyst(s), and such opinions were prepared independently of any
other interests, including those of Absa and/or its affiliates. This publication does not constitute personal investment advice nor does take into
account the individual financial circumstances or objectives of the clients who receive it. The securities discussed herein may not be suitable for all
investors. Investors must independently evaluate each issuer, security or instrument discussed herein and consult any independent advisors they
deem necessary. Any South African person or entity wishing to effect a transaction in any security discussed herein should do so only by contacting
a representative of Absa Bank Limited acting through its Corporate and Investment Bank division in South Africa,15 Alice Lane, Sandton, 2196.
Person or entities which are domiciled outside of South Africa wishing to effect a transaction in any security discussed herein must ensure that such
transaction complies with the local regulations of its home jurisdiction. The value of and income from any investment may fluctuate from day to
day as a result of changes in relevant economic markets (including changes in market liquidity). The information herein is not intended to predict
actual results, which may differ substantially from those reflected. Past performance is not necessarily indicative of future results. Absa or its
employees may, from time to time, maintain a long or short position in securities referred to in this publication or in related futures or options;
purchase or sell, make a market in, or engage in any other transactions involving such securities or issuers, earn brokerage or other compensation
in respect of the foregoing; and provide investment banking, credit or other services to any party referred to in this publication. Absa may have
acted as manager or co-manager of a public offering of securities discussed in this publication in the past three years. We disclaim any liability for
any direct, indirect or consequential damage or losses that you may suffer from using or relying on the information on contained in this publication
even if notified of the possibility of such damage or loss and irrespective of whether or not you have obtained independent advice.

In the event that this publication is distributed to client/s or potential client/s in Mauritius by Absa Bank (Mauritius) Limited, a registered bank in
the Republic of Mauritius with business registration number C10068913 and with its registered office at Sir William Newton Street, Port Louis (ABML);
for all intent and purpose this publication is not, nor is intended to be, an advice, opinion or otherwise as defined and/or contemplated in the
Banking Act 2004, the Financial Services Act 2007, the Securities Act 2005 or other pieces of legislation, as applicable or any other financial,
investment, trading, tax, legal, accounting, retirement, actuarial or other professional advice or service whatsoever. You have to obtain your own
advice prior to taking any action whatsoever based hereon. ABML disclaims all liability for any direct, indirect or consequential damage or losses
that you may suffer from using or relying on the information contained herein. This publication is neither an offer to sell nor a solicitation of an offer
to buy any of the securities and/or financial or investment products or services (the Products). Any pricing included in this publication is only
indicative and is not binding on ABML. All the risks and significant issues related to or associated with the Products are not disclosed in this
publication. ABML does not predict actual results, performances and/or financial returns and no assurances, warranties or guarantees are given in
this regard.

In the event that this publication is distributed to client/s or potential client/s by Absa Bank Tanzania Limited, a registered bank in the United
Republic of Tanzania with company registration number 38557 and with its registered office at Absa House, Ohio Street, P. O. Box 5137, Dar es
Salaam, United Republic of Tanzania (ABT). The report is distributed in compliance with the Statistics Act, Cap 351. The publication is not targeted
at individual investors, retail clients or the general public and is intended for specified institutional clients, policymakers, regulators and relevant
financial professionals at appropriate corporate entities.

ABT disclaims any liability for any direct, indirect or consequential damage or losses that you may suffer from using or relying on the information
contained herein. This commentary is neither an offer to sell nor a solicitation of an offer to buy any of the securities and/or financial or investment
products or services (the Products). ABT does not predict actual results, performances and/or financial returns and no assurances, warranties or
guarantees are given in this regard. Any pricing included in this commentary is indicative and is not binding on ABT. You are required to obtain your
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Important Information for EU & United Kingdom Persons

This report is a non-independent marketing communication and does not constitute, nor should it be interpreted as, investment advice or
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Important Information for U.S. Persons
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This communication is issued and approved by Absa Bank Limited (“ABL”), which is solely responsible for its content.

This communication may be distributed in other jurisdictions by other entities within the Absa group of companies, which includes companies
directly or indirectly owned by Absa Group Limited (“Absa Group”). Absa Group Limited is incorporated in the Republic of South Africa. Registration
number: 1986/003934/06. Authorized financial services and registered credit provider (NCRCP7), JSE share code: ABG; ISIN: ZAE000255915.

The opinions expressed in this document reflect the viewpoint of ABL as of the date of its release and may be subject to change without prior notice.

ABL does not assure the update of this document. ABL has no obligation to update, modify or amend this document or to otherwise notify a reader
thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently
becomes inaccurate. The content is informational only and based on information available when created. Prices and availability of financial
instruments are also subject to change without notice.

This document is not a research report. Nor does this material constitute a recommendation. This communication may refer to information
covered in research material published by ABL. This material should not be construed as on offer to sell, or a solicitation of an offer to buy
any security or other financial instrument or to develop an ongoing securities business relationship. The prices of any instruments described
in this document are indicative prices only and do not constitute firm bids or offers. Distribution to individual persons in the U.S. is
prohibited.
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or opinions covered in this document.

This document is provided for informational purposes only. Members of the Absa Group will not accept any responsibilities for any loss resulting
from the use of the information or opinions referred in this document.

The financial instruments discussed in this document may not be suitable for all investors and investors must make their own investment decision
using their own independent advisors as they believe necessary and based on their specific situations and investment goals. If a financial instrument
is denominated in a currency other that an investor’s currency, a change in exchange rates may adversely affect the price or value of, or the income
derived from the financial instrument, and such investor effectively assumes currency risk. In addition, income from an investment may fluctuate
and the price or value of the financial instrument described in this communication, either directly or indirectly, may rise or fall. Furthermore, past
performance is not necessarily indicative of future results.

This document is confidential and addressed to a restricted number of entities. If you are not an addressee of this communication, you should
immediately destroy it. The dissemination or copy, in whole or in part, of this document is strictly prohibited.

This communication is not a research report and is not intended as such. This material has not been prepared in accordance with U.S. rules
regarding the preparation of research reports.

This communication is not intended for distribution or use by individuals or persons. It is intended for distribution to entities only. Itis not subject
to all of the independence and disclosure standards applicable for research reports prepared for retail investors.

Recipients should assume information in this document is may not be independent of Absa Group’s proprietary interests. Members of the Absa

Group may trade in the securities referenced in this communication for their own accounts and on a discretionary basis on behalf of certain clients.
Such interests may be contrary to, or entered, into in advance of this communication.
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