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MONETARY POLICY IN .
THE EYE OF ASTORM 7AK ODENDAAL

Being a central banker is not all pinstripe suits, leather chairs and mahogany boardroom tables. Cigars are
definitely out of the question these days and whiskey is surely only poured out late at night. The stakes
are still high, however, since monetary policy has a big impact on the economy and financial markets. It
can change people’s lives in positive and negative ways. Sometimes, the decisions are difficult and the
dilemmas acute.

The past two weeks saw several important central banks make interest rate decisions. Before getting to the two
that are particularly important for South African investors, it is worth zooming out a bit. After a synchronised
post-Covid hiking cycle, most central banks now have an easing bias, though the number of banks cutting rates
every month is gradually declining. A weaker global growth outlook due to US tariffs will keep the cutting going,
though there are obviously question marks in the US itself, as discussed later on.

The handful of countries still hiking rates each has unique circumstances, such as Russia and Ukraine's war
economies, for instance. Brazil has pushed interest rates higher to offset loose fiscal policy. This is a country with
a history of hyperinflation after all and the central bank did not want to take chances, though its policy rate seems
to have now peaked at 15%. The most notable of the hikers is Japan, where rates are gradually rising after being
pinned near zero for more than two decades. The Bank of Japan left rates unchanged last week, but its forecast

of persistent inflation implies that it will raise rates again later this year.
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CHART 1: GLOBAL CENTRAL BANK INTEREST RATE DECISIONS
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Most central banks these days aim to maintain a low and
stable inflation rate around a specific target rate, 2% in the
case of developed countries. Inflation targeting in turn is
premised on anchoring the public's expectations of future
inflation, so that their price-setting behaviour matches the
target (though there will always be cycles). This then rests
onthe central bank’s credibility, since people need to believe
that it will act if required.

Changesin central bank policy interest rates directly impact
commercial banks, either because it impacts central bank
lending to banks, or the rate at which banks lend reserves
to one another. These are very short-term rates, usually
overnight, but they are important enough for interest rates
to rise and fall in the broader economy with central bank
policy rates, though not always one-for-one. The higher the
interest rate, the more firms and households must cough
up every month to repay their loans. Higher rates also
discourage new borrowing. Both of these effects dampen
demand in the economy, though savers will benefit. This
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also ripples through financial markets, since higher short-
term interest rates offer competition to riskier bonds and
even riskier equities. There is also the indirect impact, since
a weaker economy will weigh on profitability of companies.
When the central bank lowers its policy interest rate, the
process operates in reverse.

There are market and economic conditions that can blunt
the impact of the central bank's decisions or amplify them.
One of these is that borrowers sometimes have the benefit
of fixing their loan rates for a period which means they are
not affected by central bank decisions. We saw this in the
US housing market in recent years, where homeowners
could lock in low Covid-era mortgage rates and felt little
pain from the post-pandemic surge. European homeowners,
on the other hand, mostly have floating rate mortgages
and were squeezed when rates went up but benefitted
immediately when rates fell. The same is true in South
Africa.

All central banks are also not equal. In a dollar-denominated
world, the US Federal Reserve (the Fed) is the most important.
The Fed is also somewhat unique in having a dual mandate,
given to it by Congress. Alongside price stability, which it
expresses as a 2% inflation target, it must also aim for full
employment.

It now faces two challenges. Firstly, President Trump’s tariffs
threaten to pull the dual objectives in different directions,
since there will be upward pressure on prices and downside
pressure on employment. The price increase will probably

be once off, but that is not guaranteed. Similarly, while
unemployment remainsvery low, 4.2% in July, it might start
rising as the tariffs and other headwinds are fully felt. (We'll
discuss the tariffs and their global impact in more detail
next week). Faced with this dilemma, the Fed has not cut
interest rates this year, including the Federal Open Markets
Committee meeting last week. Notably, however, two FOMC
members voted for a cut.

Fed Chair Jerome Powell explained that since inflation is
further away from the target than unemployment - its
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preferred inflation measure was 2.8% in June - the focus of
monetary policy must be on the inflation side of its dual
mandate. Therefore, a somewhat restrictive stance is still
warranted. Should unemployment start rising from current
levels, the balance would tilt towards an easing bias. The
weak hiring data out on Friday after the FOMC meeting
suggests this is still likely to happen later in the year.

Since interest rates work with a lag, there are risks to waiting
too long and cutting too early. This is an unusually difficult
moment.

President Trump has different ideas, however, and he has
piled pressure on the Fed to lower interest rates. He has

not only given Powell unflattering nicknames, but also
accused him of mismanaging renovations at the Fed's
headquarters. Powell, meanwhile, is trying to shield the Fed
from political interference. Trump seemingly wants lower
rates so that the government can save money on its
substantial borrowings, but it could be counterproductive
if longer-term interest rates rise, which would be the case
if markets fear that the Fed will lose its independence and
be soft on inflation. As chart 2 shows, longer-term government
borrowing costs (the 10-year Treasury yield) are correlated
to the short-term Fed policy rate, but they can and do
diverge, depending on the market's outlook for future

inflation and interest rates.

CHART 2: US SHORT-TERM AND LONG-TERM INTEREST RATES %
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For a central bank like the South African Reserve Bank, the inflation as long as the exchange rate remains relatively
impact of US tariffs is more straightforward, and the Monetary stable. Though the rand wobbled after the latest round of
Policy Committee (MPC) lowered the repo rate to 7% at its tariff announcements, it is within its broad trading range
meeting last week. Tariffs are a demand shock that will of the past year or so.
lower export earnings without a significant impact on
CHART 3: SA REPO RATE AND INFLATION
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South Africa has not been able to secure a deal with the
US, meaning that its non-commodity exports will be taxed
at 30%. Trade negotiations will likely continue, but for now
this level US tariffs pose a headwind to key agricultural and
automotive export sectors. There are important offsetting
tactors, however, and therefore higher US import duties
are not a recession-inducing event. This is partly because
only 8% of the country’s exports go to the US, but mainly

TAKING AIM

because of the positive impact of lower inflation and interest
rates which has lifted consumer spending. Structural reforms
toraise investment levels and boost the economy’s productive
capacity are also ongoing but will take time to bear fruit.
Nonetheless, economic forecasters have cut 2025 projections
from around 1.8% to 2% at the start of the year to 1% to 1.5%.
Incorporating the tariff impact, the Reserve Bank cut its
forecast to 0.9% in 2025, rising to 2% by 2027.

The MPC decision was widely expected. The more notable
announcementisthat the MPC will now aim for the bottom
of the 3% to 6% target. National Treasury must approve a
formal lowering of the inflation target and discussions in
this regard are still ongoing. Indeed, the Finance Minister
did not seem pleased with the “unilateral”announcement.
However, strictly speaking the MPC is simply shifting its
focus within the existing target range, as it has done before.
When inflation targeting was introduced in 2000, the upper-
end of the range was generally seen as the de facto goal
for many years, before the MPC explicitly started aiming at
the midpoint from around 2018.

There are short and long-term implications of moving to a
lower inflation target, even if unofficially. In the near term,
interest rates are unlikely to fall further as inflation is now
in line with the new goal. Headline inflation rose slightly to

CHART 4: SURVEYED EXPECTED INFLATION OVER FIVE YEARS

31% year-on-year in June, but core inflation, which excludes
food and fuel prices, fell to 2.8%, the lowest since 2021.
Inflation is likely to rise modestly in the next few months,
partly as the favourable base effect rolls out.

Over the long term, however, interest rates will trend lower
if the Reserve Bank managesto anchor inflation and inflation
expectations around 3%. Success is not guaranteed, in
particular because most of the inflationary pressures are
from the supply side, notably municipal and utility costs,
and these are not responsive to interest rates or broader
economic conditions. Itis also important to remember that
inflation will always move in cycles, even if the trend is
structurally lower. Nonetheless, the progress in anchoring
inflation expectations around 4.5% suggests that 3% will be
doable over time.
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This will have a positive long-term impact on South African
bonds, equities and property, since lower interest rates will
make these longer-duration assets more valuable. The
depreciating trajectory of the rand against hard currencies
will also bend lower, since the weakness of the rand is tied
to the gradual loss of competitiveness that the theory of
purchasing power parity implies.

At a time when there is considerable global uncertainty,
especially around US trade policy, it is a reminder that we
should not get too caught up in the short-term noise at
the expense of ignoring important long-term trends. We

Source: Bureau for Economic Research

are long-term investors after all. There are several structural
reforms underway in South Africa to raise the country's
growth potential and now there is also a push by a credible
institution, the Reserve Bank, to lower inflation. These efforts
will take time to materialise and there will be ups and downs
along the way, but they imply that investors should not be
overly pessimistic about the country's prospects, even if
there are headwinds such as US tariffs. With local valuations
still attractive, there is certainly room for upside surprises
over time. As always though, being appropriately diversified
will help when the surprises go the other way.



EQUITIES - GLOBAL

DESCRIPTION INDEX CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE TYEAR
Clobal MSCI World uss$ 40230 -2.52% -1.30% 8.50% 14.35%
United States S&P 500 us$ 6238.0 -2.36% -1.59% 6.05% 14.52%
Europe MSCI Europe us$ 2 350.0 -402% -0.93% 17.32% 1M.48%
Britain FTSE 100 us$ 120420 -1.75% -017% 17.74% 14.12%
Germany DAX Us$ 23210 -4.45% -1.07% 19.69% 37.58%
Japan Nikkei 225 Us$ 276.8 -1.41% 1.60% 9.07% 8.42%
Emerging Markets MSCI Emerging Markets us$ 1226.0 -2.54% -1.37% 14.05% 12.68%
Brazil MSCI Brazil uss$ 13750 -1.36% 0.15% 16.82% -317%
China MSCI China us$ 77.0 -3.41% -1.07% 19.43% 38.23%
India MSCI India us$ 1018.0 -2.55% -0.97% -0.59% -8.62%
South Africa MSCI South Africa us$ 550.0 -1.96% -0.36% 2791% 23.87%
EQUITIES - SOUTH AFRICA (TOTAL RETURN UNLESS INDICATED OTHERWISE)

DESCRIPTION CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE TYEAR
All Share (Capital Only) All Share (Capital Index) Rand 97 744.0 -119% -0.79% 16.23% 19.39%
All Share All Share (Total Return) Rand 18 203.0 -119% -0.78% 18.41% 23.57%
JSE Capped SWIX Capped SWIX (Total Return) Rand 44 379.0 -0.94% -0.66% 17.93% 22.85%
TOP 40/Large Caps Top 40 Rand 16 563.0 -1.28% -0.71% 21.59% 24.55%
Mid Caps Mid Cap Rand 28293.0 -1.38% -1.07% 12.52% 18.04%
Small Companies Small Cap Rand 45 893.0 0.24% -1.25% 3.64% 2191%
Resources Resource 20 Rand 7136.5 -1.43% 2.51% 58.23% 36.40%
Industrials Industrial 25 Rand 30 210.0 -2.40% -1.90% 16.04% 27.69%
Financials Financial 15 Rand 16 635.0 0.67% -1.44% 594% 13.32%
Listed Property SA Listed Property Rand 26117 0.42% -1.48% 8.69% 21.59%
FIXED INTEREST - GLOBAL

DESCRIPTION INDEX CURRENCY  INDEX VALUE

MONTH-TO-DATE YEAR-TO-DATE T1YEAR

IBOXX Global Government S&P uss$ 771 -010%
Overall (USD Unhedged)

0.76% 4.41% 116%

FIXED INTEREST - SOUTH AFRICA

DESCRIPTION INDEX CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE TYEAR
All Bond BESA ALBI Rand 1209.7 1.78% 0.16% 9.71% 16.61%
Government Bonds BESA GOVI Rand 1190.0 172% 0.16% 9.60% 16.48%
Inflation Linked Bonds BESA CILI Rand 3852 0.39% 0.07% 2.26% 5.68%
Cash STEFI Composite Rand 621.2 0.14% 0.02% 4.45% 7.98%
COMMODITIES

DESCRIPTION CURRENCY  INDEX VALUE MONTH-TO-DATE YEAR-TO-DATE TYEAR
Brent Crude Oil Brent Crude ICE uss$ 69.7 1.80% -3.24% -711% -12.91%
Gold Gold Spot us$ 3286.0 -2.03% -0.57% 25.61% 34.67%
Platinum Platinum Spot us$ 1268.0 -9.88% -3.50% 38.58% 30.86%
CURRENCIES

DESCRIPTION CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1YEAR
ZAR/Dollar ZAR/USD Rand 18.07 -1.60% 0.83% 4.26% 116%
ZAR/Pound ZAR/GBP Rand 24.03 -0.67% 0.12% -1.66% -312%
ZAR/Euro ZAR/EUR Rand 20.97 -0.52% -0.80% -6.76% -5.95%
Dollar/Euro USD/EUR us$ 116 0.86% -1.64% -10.78% -6.90%
Dollar/Pound USD/GBP us$ 133 1.20% -0.59% -5.87% -4.36%
Dollar/Yen UsD/IPY us$ 0.01 -0.18% -2.23% -6.24% -1.30%

Source: I-Net, figures as at 1 August 2025

The Old Mutual Wealth Investment Note is published on a weekly basis to keep our clients and financial planners informed of what is happening in financial
markets and the economy and to share our insights. Markets are often very volatile in the short term and similarly, economic data releases or central bank actions
may cause concerns for investors. This does not mean that investors should take action based on the most recent events. It is better to be disciplined and remain
invested in well-diversified portfolios that are designed to achieve long-term objectives. Our Strategy Funds are actively managed, with asset allocation changes
based on valuations and in anticipation of future real returns, and not in response to the most recent market noise. The future is always uncertain and that is why

our Strategy Funds are diversified and managed with a long-term focus.
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Old Mutual Wealth is brought to you through several authorised Financial Services Providers in the Old Mutual Group who make up the elite service offering. This
document is for information purposes only and does not constitute financial advice in any way or form. It is important to consult a financial planner to receive financial
advice before acting on any information contained herein. Old Mutual Wealth and its directors, officers and employees shall not be responsible and disclaims all liability
for any loss, damage (whether direct, indirect, special or consequential) and/or expense of any nature whatsoever, which may be suffered as a result of or which may be
attributable, directly or indirectly, to the use of, or reliance upon any information contained in this document



