
04 SOUTH AFRICAN RESERVE BANK ANNUAL REPORT 2016/17

HOW THIS SERVES THE ECONOMIC 
WELL-BEING OF SOUTH AFRICANS
Monetary policy is the process through which the 

SARB influences interest rates in the economy  

within a flexible inflation-targeting framework 

to ensure price stability and general trust in the 

value of the currency.

A monetary policy stance that provides 

a low and stable inflation environment: 

 > Protects the purchasing power of all  

South Africans, particularly the poor. 

 > Supports economic growth and contributes  

to South Africa’s ability to create employment.

How is inflation measured?
 > Inflation is measured by defining a basket of goods and 

services used by a ‘typical’ consumer and then keeping 

track of changes in the cost of that basket. High inflation 

erodes the spending power of consumers.

How does the SARB manage inflation?  
 > The interest rate is the main tool used to manage inflation.  

The SARB sets the repurchase (repo) rate, which is the 

rate at which banks borrow from the SARB. This in turn 

impacts the interest rates that banks charge their 

customers.

 > Interest rate decisions take into account the variable 

medium-term horizon for inflation and the time lags 

between policy adjustments and economic effects 

(12 to 24 months).

 > The flexible inflation-targeting framework allows for 

temporary deviations from the target in response to 

shocks to inflation beyond the control of monetary policy.

 > Flexible inflation targeting takes into account the impact of 

monetary policy on cyclical growth and employment, and 

aims to minimise the impact of decisions on these factors 

as far as possible.

What risks does the SARB face in 
aiming to keep CPI within the target?  

 > A weakening rand exchange rate could potentially 

accelerate inflation. For example, increasing uncertainty 

about future economic policy or further ratings downgrades 

could prompt capital outflows, pushing up borrowing costs 

and putting pressure on the rand.

 > External shocks such as increases in international oil prices 

or drought-induced food price increases.

 > Remuneration increases in excess of inflation and 

productivity increases.

The SARB aims 
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Why does the SARB use an  
inflation-targeting approach  
to price stability? 

 > It makes clear the primary objective of monetary policy.

 > The predictability of this approach reduces uncertainty, 

and supports transparency and accountability.

 > It contributes to anchoring inflation expectations.
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