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SERVING THE ECONOMIC WELL-BEING OF 
SOUTH AFRICANS continued

WHY PRICE  
STABILITY MATTERS

How is price stability measured?

The SARB is tasked with keeping inflation within the 3–6% 
target range and would like to see inflation remain close to 
the mid-point of 4.5%.

The advantages of a clearly articulated and credible inflation 
target range include:

 > Focused monetary policy that is transparent,
accountable and predictable.

 > Well-anchored inflation expectations, which are
good for growth. They reduce uncertainty and provide
the public and private sectors with a clear framework
against which to make wage and price setting decisions
– the main drivers of inflation over time.

The South African government, in consultation 
with the SARB, sets an inflation target to 

measure price stability.

The index uses a diverse basket of goods and services 
purchased by a typical consumer. Statisticians follow the 
prices of these items over time, using the information to 
calculate inflation.

How is inflation measured in South Africa? 

The standard measure of inflation is the 
Consumer Price Index, which is compiled by 

Statistics South Africa.  

What is inflation?

Inflation is the general rise in prices of typical 
goods and services, which corresponds to a fall 

in the purchasing value of money. 

To protect the value of the currency and the purchasing 
power of South Africans, the SARB is assigned the task 
of managing inflation.

How does the SARB ensure price stability?

Its primary tool is the repo rate – the benchmark interest 
rate at which banks borrow from the SARB for short periods 
of time to manage their liquidity. Changes to the repo rate 
affect lending rates throughout the economy.

The SARB uses several monetary policy tools to 
achieve the inflation target.   

What does the SARB consider when making 
interest rate decisions?

Economic context is also critical in making these 
judgements and the MPC considers both domestic and 
global economic conditions. Interest rate changes affect 
the economy with a lag of around 12 to 24 months,  
so the MPC’s decisions are forward looking and aim  
to keep inflation within the target range over the 
medium term.  

The financial volatility and a sharp rise in perceived risk 
due to the COVID-19 pandemic has caused the rand  
to depreciate from levels of around R17 against the  
US dollar at the start of the year to over R19 in March 2020. 
In March 2020, Moody’s Investors Services lowered 
South Africa’s local and foreign currency credit rating  
to sub-investment grade. The downgrade resulted in 
South Africa exiting the World Government Bond Index, 
resulting in significant selling pressure in the bond  
market. These developments have increased the cost  
of government borrowing, reduced liquidity in the bond 
market and increased interest expense on the financial 
sector’s funding (making it costlier for financial  
consumers to borrow). The MPC and Financial Stability 
Committee take the impact of these factors on inflation 
and financial stability into account when making  
their decisions.

When making its decision on interest rates, the 
main factor considered by the MPC is the future 

path of inflation. 
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What are the disadvantages of 
high inflation? 

 > The purchasing power of cash savings is eroded:
R100 left under a mattress for 10 years will not cover
the same purchase of goods and services today that it
would have done in 2010. Savings and pension plans
could also lose value where the interest earned is not
enough to fully compensate for inflation.

 > The purchasing power of fixed incomes diminishes
over time: the wealthy are mostly able to protect
themselves against inflation by investing in assets such
as shares or property, which increase in value during
periods of inflation. The poor, on the other hand, are
harder hit as prices, including food, transport and fuel
prices, increase. Inflation therefore leads to an increase
in the disparity between the wealthy and the poor.

 > Confusing price signals: in times of rising inflation,
an increase in the price of a product could signal
increased demand for the product or could simply be
an inflation-related adjustment. This uncertainty can
slow down investment in businesses, leading to
lower economic growth.

 > Higher interest rates: when lenders expect high
inflation, they require compensation, which means
interest rates are higher. By contrast, when they expect
less inflation, interest rates can come down.

 > Negative impact on the rand: if the inflation rate in
South Africa is consistently higher than that of its major
trading partners or competitors, South African producers
will lose their competitive edge and consumers might
be tempted to import goods instead of buying locally
produced goods. This will reduce South Africa’s exports
while the demand for imports will rise, the demand for
foreign currency will increase, foreign currency will become
relatively scarce and more expensive, and the rand will
depreciate against other currencies.

How does the SARB expect COVID-19 to 
affect inflation in 2020 and 2021?

The SARB’s headline CPI inflation forecast 
averages 3.4% for 2020 and 4.4% in 2021 

and 2022. 

The forecast for core inflation is lower at 3.5% in 2020, 
3.8% in 2021 and 4.1% in 2022. The MPC expects that 
South Africa’s economic contraction and slow recovery 
from the COVID-19 shock will keep inflation well below the 
mid-point of the target range for this year. 

The overall risks to the inflation outlook appear to be on the 
downside. Global producer price and food inflation appear 
to have bottomed out, oil prices are expected to remain 
low and local food price inflation is also projected to remain 
contained. Risks to inflation from currency depreciation  
are expected to stay muted while electricity and other 
administered prices remain a concern. Risks to inflation 
increasing could emerge from heightened fiscal risks and 
sharp reductions in the supply of goods and services.

Barring these inflation risks, inflation is expected to be well 
contained over the medium-term, remaining close to the 
mid-point in 2021 and 2022.

The MPC also considers how its policy decisions  
will impact on economic growth and unemployment. 
However, while the SARB may have some limited 
influence on economic growth and unemployment in  
the short term, structural factors such as constrained 
electricity supply and policy uncertainty are the main 
causes of South Africa’s low economic growth. 
Monetary policy alone cannot drive sustainably higher 
economic growth. A range of interventions outside of 
the SARB’s control – including prudent macroeconomic 
policies and structural reforms that support lower costs 
and increased investment opportunities, employment 
and growth – are needed to address South Africa’s 
growth constraints.
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