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South Africans are justified to be concerned over the refusal by the Monetary Policy Committee 

(MPC) of the Reserve Bank to follow a more accommodating monetary policy stance. 

 

The apparent obsession with keeping inflation as low as possible via high interest rates has 

undoubtedly contributed to the rising unemployment rate in the country, as well as the 

declining economic growth trend. 

 

In most countries, a logical monetary policy response to a combination of lower inflation and 

lethargic or negative economic growth (as is the case in SA,) would be to lower the official bank 

rate, which automatically leads to lower commercial bank lending rates and relief for consumers 

and businesses with debt.  

 

It needs to be pointed out that private sector credit extension represents more than 71% of 

South Africa’s GDP (as at the third quarter of 2018) and any movement in the benchmark 

repurchase rate (the so-called repo rate) of the Reserve Bank will inevitably exert a significant 

impact on aggregate economic activity.  

 

The damage that restrictive monetary policy has inflicted on the South African economy 

manifests itself mainly in a relatively high cost of capital and cost of servicing debt. In 

combination, this supresses demand in the economy, ultimately leading to lower production and 

a lower level for the country’s GDP.  

 

A number of compelling reasons exist for becoming increasingly frustrated at the MPC’s lack of 

understanding of the dire need for interest rate relief in South Africa. Eleven of the most relevant 

are as follows: 

 

i. The monetary policy mission statements of virtually all the World’s central banks, 

including the SARB, clearly state the need to strike a balance between maintaining price 

stability, on the one hand, and ensuring adequate levels of economic growth and 

employment creation, on the other hand. Ever since the departure of Gill Marcus, the 

previous Governor of the Reserve Bank, this balance has not been present, with a notable 

shift having occurred towards restrictive monetary policy. 

 

ii. The inverse correlation between interest rates and GDP growth have been confirmed 

globally via substantial research, including econometric modelling. In South Africa’s case, 

a vivid example has been provided by the departure from the Gill Marcus era (2009 to 

2014), when the real prime rate was maintained at a level of around 3% - marginally 

higher than in most of South Africa’s key trading partners, but low enough to secure an 

average annual real GDP growth rate of 2.6%. Since her departure, the average real 

prime rate has increased to a current level that is more than 90% higher, whilst real GDP 

growth has plummeted to an average annual rate of 0.6%. 
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iii. It has become abundantly clear that the Reserve Bank regularly errs on the side of the 

cautious when making inflation predictions, ostensibly because of fears over exchange 

rate weakness and the misguided results of the Bank’s surveys on inflation expectations. 

At the end of 2018, South Africa’s consumer price index (CPI) had been comfortably 

within the target range of 3% to 6% for 21 successive quarters, in sharp contrast to the 

negative sentiments over the prospect for higher inflation that has accompanied many of 

the MPC statements over the past five years. 

 

 

 

iv. Manufacturers have stated that the high level of unutilised productive capacity 

(approaching 20%) in this crucially important sector is mainly the result of insufficient 

demand in the economy. To the extent that the latter was caused by high interest rates, 
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the Reserve Bank has paradoxically contributed to an increase in cost-push inflation, via 

higher fixed overhead costs per unit. 

 

v. Private sector capital formation, which is interest rate sensitive (via the effective cost of 

capital), has been on a declining trend since 2014. Since then, this indicator, which is a 

crucial determinant of future GDP growth, has declined by more than 9% (in real terms). 

Lower levels of capital formation exert a two-pronged negative impact on a country’s 

economy – firstly by a lower level of current demand and secondly via the curtailment of 

future economic output as a result of insufficient productive capacity once aggregate 

demand has recovered. 

 

  

 

vi. The producer price index (PPI) has remained below 6%, on average for the past two 

years, with the dominant product group of food & beverages ending 2018 on an 

annualised rate of increase of merely 2.6% (this group accounts for more than a third of 

the PPI). Coal and petroleum products, which account for more than 10% of the PPI, 

remains at a relatively high historical rate of price increase, but will be declining 

substantially in 2019, due to the lower oil price and recent strengthening of the rand 

exchange rate. It is clear that the MPC has not factored in these positive developments 

into its inflation expectations, particularly with regard to the exchange rate.  

 

vii. Due to fundamental balance of payments stability, combined with the retention of 

investment grade for the country’s sovereign bonds by the influential credit ratings 

agency Moody’s Investor Services, the rand always recovers after a temporary bout of 

weakness, usually caused by emerging market aversion, in general and a measure of 

domestic political uncertainty. This phenomenon has not been adequately recognised in 
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MPC forecasts for inflation and, hence, interest rate decisions tend to err on the side of 

the cautious. 

 

 

 

viii. High interest rates have contributed to a sustained declining trend in household credit 

extension, which, in turn, has impacted negatively on private consumption expenditure. 

The latter represents more than 58% of South Africa’s GDP and the high cost of credit 

has undoubtedly subdued the growth of this dominant demand category. 

 

 

 

ix. The MPC places undue emphasis on the survey of inflation expectations conducted by 

the Stellenbosch Bureau for Economic Research (BER), despite four glaring deficiencies in 

this kind of survey. Firstly, the opinion of trade unions will tend to be biased towards 
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over-estimation, as higher inflation strengthens their hand in negotiating wage increases. 

Secondly, none of the participants are required to possess the experience or 

qualifications expected of economic forecasters. Thirdly, neither the BER nor the Reserve 

Bank audits the forecasting models utilised by the three groups of surveyed participants. 

Lastly, the survey results have a very poor track record in accurately forecasting inflation 

trends. 

 

x. Restrictive monetary policy has led to a fairly dramatic declining trend in the growth of 

the country’s money supply (M1). After averaging year-on-year growth of just above 

10% between 2013 and the third quarter of 2017, M1 money supply growth dropped 

sharply to below the upper level of the Reserve Bank’s inflation target range and at the 

end of 2018, it was even lower than the CPI. Sustained periods of very low money supply 

growth are traditionally associated with economic recessions or very low GDP growth. 

 

 

 

xi. The number of unemployed people in South Africa (including discouraged work-seekers) 

has increased by more than 560,000 over the past year and now stands at an alarming 

total figure of just below nine million people. Rising unemployment creates a fertile 

breeding ground for elevating the already high levels of crime and civil unrest in the 

country, a phenomenon that plays into the hands of radically-minded organisations and 

that further hampers the country’s ability to expand productive capacity via both 

domestic and foreign direct investment. 

 

In addition to the above arguments and supportive quantitative trends, the technical recession 

experienced in 2018 has placed undue pressure on the country’s public finances, with the 

investment grade status of South Africa’s sovereign bonds (by Moody’s) hanging by a thread. 

 



6 
 

When inflation targeting was officially adopted 18 years ago, it was never the intention to fix the 

chosen target range of 3% to 6%, but to consider future adjustments, depending on the overall 

state of the economy. It should be abundantly clear that the policy objectives of job creation 

and growth currently far outweigh the need for further reductions of a relatively stable and low 

inflation rate. 

 

At no point in South Africa’s modern history has there been such an urgent need to shift the 

economic policy emphasis to higher growth and employment creation. The country is still 

experiencing low levels of confidence caused by the lingering effects of state capture, large-

scale corruption and public sector mismanagement that occurred under the Zuma-

administration, whilst job growth is lethargic. 

 

Against this background, the MPC’s dogged insistence on keeping interest rates high defies 

comprehension, especially as Inflation is low and relatively stable. 

 

Although South Africa’s future growth prospects have improved as a result of the new-found 

pragmatism of President Cyril Ramaphosa, as demonstrated in his recent State of the Nation 

Address (SONA), as well as concerted attempts to combat corruption, confidence levels amongst 

consumers and businesses alike remain low.  

 

Government has proclaimed a renewed commitment aimed at identifying and removing 

obstacles to higher growth and employment creation. Unfortunately, the leeway for significant 

short-term fiscal stimulation remains constrained by slow taxation revenue growth. The other 

key policy option, namely accommodating monetary policy, remains available, but is in limbo. 

 

The case for stimulating the economy via lower interest rates is compelling. If 50% of holders of 

total private sector credit lower their monthly repayments in response to a one percentage drop 

in the prime rate, it will unleash more than R17billion of demand via increased capital formation 

and household consumption expenditure.  

 

This could ultimately create more than 200,000 jobs and significantly broaden the tax base 

(based on the ratio of GDP to total employment & input/output table multipliers). 

 

The current monetary policy stance of the Reserve Bank is akin to self-inflicted economic 

sanctions. It is time to deal decisively with South Africa’s most pressing economic policy priority, 

namely higher growth and employment creation. Lower interest rates will facilitate this. 

 


