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Inflation falls unexpectedly to a two-year low off a higher base.

* Headline consumer inflation (CPI) fell to 4.7% in July, the lowest since July 2021, from 5.4% in June. The outcome was better
than our and the market's forecast of 5.1% and 5%, respectively. The moderation continued to reflect the impact of a slowdown
in food and transport inflation. On a monthly basis, consumer prices increased by 0.9%, mainly driven by housing and utilities,
which contributed 0.7 percentage points to the headline figure.

Table 1: Consumer Inflation

July July June Nedbank Forecast Market Forecast
yoy % mom % yoy % yoy % yoy %
Headline 47 0.9 5.4 51 5.0
Core 47 0.5 50 51 49

Source: Stats SA, Refinitiv

¢ Inflation for food and non-alcoholic beverages slowed to single digits for the first time in 12 months, down to 9.9% yoy from
11% in June. Excluding drinks, food inflation eased to 10% from 11.1%, with price increases in most food subcategories slowing. The
most significant downward pressure came from oils and fats, which contracted further for the third consecutive month, down
by 12.9% yoy, reflecting the impact of lower global prices and the exceptionally high base established last year when the
Russian war on Ukraine disrupted the supply of sunflower seeds and other grains. Prices of bread and cereals eased to 13.1%
from 15.5% and meat prices fell to 5.1% from 6.1%. Prices of processed and unprocessed food dropped to 10.5% and 9.5%, from
12.4% and 9.9%, respectively. In contrast, prices of milk, eggs, and cheese (14.4% from 14.1%), fruits (2.6% from 1.2%), and sugar
and sweets (18.7% from 16.4%) accelerated.

e Transport costs fell by 2.6% yoy, dragged down by lower fuel prices, which declined sharply by 16.8% yoy off a high base. Fuel
prices surged by a record 56.2% yoy in July last year as Russia’s war on Ukraine pushed the global oil price to historic highs.
However, vehicle purchase prices continued to rise, increasing by 8.1%, its highest since February 2017, reflecting the impact of
backlogs in supplies of some car parts.

e Housing and utilities costs surveyed in July rose by 2.8% mom. Within this category, electricity and water exerted the most
upward pressure. Electricity prices were up 14.2% mom as the annual tariff adjustments kicked in after NERSA permitted
Eskom to raise the electricity tariffs by more than 18% for the 2023/24 period. Prices of water and other services rose by 4.7%
mom. On an annual basis, inflation for housing and utilities rose to 5.1% from 4.2%, with electricity and other fuels surging to
14.7% from 7.9%, while prices of water and other services rose by 5.5%. Actual rent and owners’ equivalent rent also accelerated,
reflecting the impact of higher interest rates.

Chart 1: Inflation has dipped close to the 4.5% level. Chart 2: Goods inflation continued to recede.
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Goods inflation decelerated to 5.5% in July, the lowest since March 2021, from 6.3% in May, mainly reflecting a significant
moderation in non-durable goods inflation, which eased to 5.3% from 6.6%. Services inflation also softened further to 4% from
4.5%. In contrast, inflation for durable and semi-durable goods rose to 6.2% and 3.9% from 5.2% and 3.5%, respectively.

Core inflation declined to a 10-month low of 4.7% from 5%.

The July inflation outcomes are encouraging. We expect inflation to remain below 6% for the remainder of the year, averaging
5.8% for 2023. The downward trend will continue to come from fuel and food prices. The weaker global economy will contain
the price of Brent crude oil, which will translate into lower fuel prices. Food prices are also expected to fall further off a higher
base, as the lagged effect of the drop in global prices continues to filter through the economy. However, there are upside risks
to food inflation, emanating from higher domestic production costs (including the cost of sourcing electricity from diesel
generators given persistent load-shedding) and a vulnerable rand. The El Nino weather pattern (associated with drier
weather conditions) is predicted to occur this year and introduces another uncertainty for food security. However, weaker
domestic demand will increasingly erode companies’ pricing power, containing the rate at which firms can pass cost increases
onto consumers without reducing sales significantly and helping to contain core inflation.

Lower inflation will probably prompt the SARB to maintain steady interest rates for the remainder of 2023, with the first cut
in the first quarter of 2024 and the repo rate falling to 7.25% in November 2024. The latest inflation figure greatly reduces the
likelihood of another SARB hike, even if the Fed hikes further in September.

Table 2: CPI Breakdown

CPI Basket Weights mom % yoy % % mom?% yoy % AV

(Base contribution

2022) to yoy%
CPI for all urban areas: Headline 100.0 0.9 4.7 4.7 0.2 5.4 6.4 6.3
Food and non-alcoholic beverages 17.1 0.2 9.9 1.7 0.5 1.0 7.1 12.5
Alcoholic beverages and tobacco 6.3 0.5 6.8 0.4 0.3 6.1 58 6.3
Clothing and footwear 37 0.2 29 0.1 0.2 30 1.8 3.0
Housing and utilities 245 28 51 1.3 0.8 4.2 4.6 4.2
Household contents and equipment 4.4 0.5 4.7 0.2 0.2 4.6 3.6 58
Health 1.4 -0.2 62 0l 0.5 59 4.6 85
Transport 14.4 0.3 -2.6 -0.4 -0.9 1.8 17.1 6.3
Communication 2.4 -0l -0.4 0.0 -0l -0.7 -0.7 -0.2
Recreation and culture 52 0.2 31 0.2 0.5 41 20 36
Education 26 0.0 57 0.2 0.0 57 4.3 5.4
Restaurants and hotels 33 0.0 52 0.2 -0.4 5.6 61 58
Miscellaneous goods and services 14.8 0.3 6.3 0.9 0.2 6.4 38 6.0

9.5 9.5 9.4 9.0 8.0 6.3 5.5

All goods 10.1

Durable goods 52 58 515) 59 6.0 6.0 52 6.2
Semi-durable goods 3.4 3.6 38 4.2 38 353 35 3.9
Non-durable goods 1.7 10.9 10.7 10.5 10.0 87 6.6 53
Services 43 4.3 4.6 45 47 4.6 45 4.0
Core CPI 4.9 4.9 5.2 5.2 5.3 5.2 5.0 4.7

Source: Stats SA and Nedbank calculations

Rounding of decimals may result in minor differences to those published
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DISCLAIMER

The information furnished in this report (the “report”). which information may include opinions. estimates. indicative rates. terms.
price quotations and projections. reflects the existing judgment of the author(s) and the prevailing market conditions as at the
date of this report. which judgment and conditions are subject to change without notice. modification or amendment. This report
does not necessarily reflect the opinion of Nedbank Limited ("Nedbank”). The information herein has been obtained from various
sources. the accuracy and/or completeness of which Nedbank does not guarantee and for which Nedbank accepts no liability.

Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers. These indications are
provided solely for your information and consideration. The information contained in this publication may include results of
analyses from a quantitative model which represent potential future events that may or may not be realised. and is not a complete
analysis of every material fact representing any product. Any estimates included herein constitute Nedbank's judgment as of the
date hereof and are subject to change without any notice. Nedbank and/or its affiliates may make a market in these instruments
for our customers and for our own account. Accordingly. Nedbank's may have a position in any such instrument at any time.

Nedbank recommends that independent tax. accounting. legal and financial advice be sought should any party seek to place any
reliance on the information contained herein. This report is intended for use by professional and business investors only. It may not
be considered as advice. recommendation or an offer to enter into or conclude any transactions. This report has been prepared
for general dissemination and information purposes only and may not be construed as an offer to buy or sell or a solicitation of an
offer to buy or sell any financial instruments or to participate in any particular trading strategy in any jurisdiction. Any additional
information relative to any financial instruments and/or financial products reviewed in this report is available upon request.

All rights reserved. Any unauthorised use or disclosure of this report is prohibited. This report may not be reproduced without the
prior written consent of Nedbank. The information contained in this note is intended solely for the recipient and may not be
distributed by the recipient.

All trademarks. service marks and logos used in this report are trademarks or service marks or registered trademarks or service
marks of Nedbank or its affiliates.
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