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Just how low can inflation go in an inefficient and highly regulated economy?
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HILARY JOFFE: War shoots
down Kganyago’s plans
Just as the Reserve Bank governor set his sights on lower targets,
Russia’s invasion of Ukraine sent global in9ation soaring
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The government’s recent move to cap fuel price increases comes at an interesting
moment in SA’s inflation fortunes. The government has cut the fuel levy temporarily
and opened the way for deregulated fuel pricing for the first time. It’s a move that
highlights how much of SA’s inflation basket reflects policy and regulatory choices.

And it comes as debate about whether SA should lower its inflation target could be
about to reopen. The Treasury has completed a long-promised macroeconomic
policy review and is preparing to release this. An independent study of monetary
policy, one of the inputs to the review, has recommended that SA cut its inflation
target from the 3%-6% range towards a point target of 3%.
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This is a cause Reserve Bank governor Lesetja Kganyago began to espouse publicly in
2021. He called for the target to be cut to levels closer to those of SA’s emerging
market peers to make us more competitive. During his tenure he has in effect reset
the target to the 4.5% midpoint of the range. He has managed to get inflation and
inflation expectations down to this level without too much economic pain, thanks to
low global and food and fuel price inflation. That seemed to be a platform on which
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to push towards an even lower target — in line with the government’s original
objective when it introduced inflation targeting in 2000.

But it now feels as if Kganyago might have missed the boat. War in Ukraine and
post-pandemic supply chain disruptions have sent inflation soaring globally. SA’s
inflation rate is heading up too, and will soon breach the top of the target range.
Amazingly, even at 5.9% it’s now lower than US inflation (7.9%) for the first time
anyone can remember. But pushing SA down towards 3% would be a stretch, one
that would surely come at high cost to an economy just recovering from Covid-19 in
the short term, even if lower inflation would be good for the economy in the long
term.
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The study for the Treasury by international experts Patrick Honohan and Athanasios
Orphanides is puzzlingly silent on the challenges involved in reducing the target, if
that is indeed what SA should be doing.

The academics urge a more “ambitious” approach that would take the target down
to first 4% then 3%, which they say would provide a stable platform for monetary
policy. They don’t provide any modelling on why 3% — or how high interest rates
might have to go, at what cost to economic growth, to get it there. And they baldly
state that: “A decision to opt for 3% as the point target would need to be
accompanied by a commitment from the fiscal authorities to play their part and
make budgetary policy and policy on administered prices consistent with the
chosen inflation rate.”

If it were that easy. Inflation in administered prices — the water, electricity, fuel,
transport, rates and other charges set or regulated by the government or state-
owned enterprises — has run well ahead of the average inflation rate for a long time.

https://www.googleadservices.com/pagead/aclk?sa=L&ai=C-tE2hkJ6YofwMpOT9fgPtIyv0A6YjeW4YM-voaupD6P4mq-8EBABILzQ4RZgx-2AjoQmoAHo5JyBA8gBCakCr-REVzSwcD7gAgCoAwHIAwqqBPECT9CwQpiDHgihQ13vrobV1y-R6_X8DR_2aJqNKbUfQX0R7p02xJLui43qSNzIPeT3mK9fkt7-Ck_YQ08tk8g5qRDgAiPmzIFfh7S-Lrz8GSU9DbPEX3shzBhONcQ97g9IgFWesV3rrXb3JXmVZv0SmGCceySIcM-Rii-eA7M5gGoIsgqMx3R2QNruI5aHzmdL1DV9JW0CokJZLW9HkcHGFlkT2F3vYGP6GuzpzgKdK0VVICv_g6QE6x3N40lmk8JyluKk0gB9RoJm_Xlge7VMUuf5rhCqkDHTc7cavjUR1jkjj6lH2dtk2bO0spkACHdWCx6lJdhbl7nZZHRu9IgM5ESLdWjr5j-NFbo5KGgJHjZZVH_AXbfHnL3ywAOjnkPkNbbMbccyrWpzEiNBNXzUYSvbZ6asd3e-VGWy_X9yPAoYkmZExdROvE3zt6IMwlOH6WqANUk40KDXx9s0ct3X4shKkuPYUXDUPqsxxi-q-X8ewATO9dTrpALgBAGgBi6AB4Cb436oB47OG6gHk9gbqAfulrECqAf-nrECqAeko7ECqAfVyRuoB6a-G6gH89EbqAeW2BuoB6qbsQKoB9-fsQLYBwDSCAcIiGEQARgdsQkxD_-85tOjRYAKA5gLAcgLAYAMAbgMAdgTDYgUAdAVAfgWAYAXAQ&ae=1&num=1&cid=CAASKORoR7eCsGTT1e7TV1urydXjWbVT_z5cC93Xp6CqwsTa9YW3z1RXEoU&sig=AOD64_0t9ReBaggLhaJU9XGEs-pm3D_yeg&client=ca-pub-4210548651990521&nb=9&adurl=https://www.cielo.co.za/nouvelle-cast-iron-collection-forest/?network=d&campaignid=6859924982&adgroupid=78608939726&adposition=&keyword=&matchtype=&creative=570384296788&feeditemid=&targetid=aud-565960948771&loc_interest_ms=&loc_physical_ms=1028684&device=c&devicemodel=&placement=www.businesslive.co.za&target=boomuserlist%253A%253A689201058&gclid=EAIaIQobChMIh8v3zODU9wIVk0kdCR00xgvqEAEYASAAEgLn3vD_BwE
https://www.googleadservices.com/pagead/aclk?sa=L&ai=C-tE2hkJ6YofwMpOT9fgPtIyv0A6YjeW4YM-voaupD6P4mq-8EBABILzQ4RZgx-2AjoQmoAHo5JyBA8gBCakCr-REVzSwcD7gAgCoAwHIAwqqBPECT9CwQpiDHgihQ13vrobV1y-R6_X8DR_2aJqNKbUfQX0R7p02xJLui43qSNzIPeT3mK9fkt7-Ck_YQ08tk8g5qRDgAiPmzIFfh7S-Lrz8GSU9DbPEX3shzBhONcQ97g9IgFWesV3rrXb3JXmVZv0SmGCceySIcM-Rii-eA7M5gGoIsgqMx3R2QNruI5aHzmdL1DV9JW0CokJZLW9HkcHGFlkT2F3vYGP6GuzpzgKdK0VVICv_g6QE6x3N40lmk8JyluKk0gB9RoJm_Xlge7VMUuf5rhCqkDHTc7cavjUR1jkjj6lH2dtk2bO0spkACHdWCx6lJdhbl7nZZHRu9IgM5ESLdWjr5j-NFbo5KGgJHjZZVH_AXbfHnL3ywAOjnkPkNbbMbccyrWpzEiNBNXzUYSvbZ6asd3e-VGWy_X9yPAoYkmZExdROvE3zt6IMwlOH6WqANUk40KDXx9s0ct3X4shKkuPYUXDUPqsxxi-q-X8ewATO9dTrpALgBAGgBi6AB4Cb436oB47OG6gHk9gbqAfulrECqAf-nrECqAeko7ECqAfVyRuoB6a-G6gH89EbqAeW2BuoB6qbsQKoB9-fsQLYBwDSCAcIiGEQARgdsQkxD_-85tOjRYAKA5gLAcgLAYAMAbgMAdgTDYgUAdAVAfgWAYAXAQ&ae=1&num=1&cid=CAASKORoR7eCsGTT1e7TV1urydXjWbVT_z5cC93Xp6CqwsTa9YW3z1RXEoU&sig=AOD64_0t9ReBaggLhaJU9XGEs-pm3D_yeg&client=ca-pub-4210548651990521&nb=0&adurl=https://www.cielo.co.za/nouvelle-cast-iron-collection-forest/?network=d&campaignid=6859924982&adgroupid=78608939726&adposition=&keyword=&matchtype=&creative=570384296788&feeditemid=&targetid=aud-565960948771&loc_interest_ms=&loc_physical_ms=1028684&device=c&devicemodel=&placement=www.businesslive.co.za&target=boomuserlist%253A%253A689201058&gclid=EAIaIQobChMIh8v3zODU9wIVk0kdCR00xgvqEAEYASAAEgLn3vD_BwE
https://www.googleadservices.com/pagead/aclk?sa=L&ai=C-tE2hkJ6YofwMpOT9fgPtIyv0A6YjeW4YM-voaupD6P4mq-8EBABILzQ4RZgx-2AjoQmoAHo5JyBA8gBCakCr-REVzSwcD7gAgCoAwHIAwqqBPECT9CwQpiDHgihQ13vrobV1y-R6_X8DR_2aJqNKbUfQX0R7p02xJLui43qSNzIPeT3mK9fkt7-Ck_YQ08tk8g5qRDgAiPmzIFfh7S-Lrz8GSU9DbPEX3shzBhONcQ97g9IgFWesV3rrXb3JXmVZv0SmGCceySIcM-Rii-eA7M5gGoIsgqMx3R2QNruI5aHzmdL1DV9JW0CokJZLW9HkcHGFlkT2F3vYGP6GuzpzgKdK0VVICv_g6QE6x3N40lmk8JyluKk0gB9RoJm_Xlge7VMUuf5rhCqkDHTc7cavjUR1jkjj6lH2dtk2bO0spkACHdWCx6lJdhbl7nZZHRu9IgM5ESLdWjr5j-NFbo5KGgJHjZZVH_AXbfHnL3ywAOjnkPkNbbMbccyrWpzEiNBNXzUYSvbZ6asd3e-VGWy_X9yPAoYkmZExdROvE3zt6IMwlOH6WqANUk40KDXx9s0ct3X4shKkuPYUXDUPqsxxi-q-X8ewATO9dTrpALgBAGgBi6AB4Cb436oB47OG6gHk9gbqAfulrECqAf-nrECqAeko7ECqAfVyRuoB6a-G6gH89EbqAeW2BuoB6qbsQKoB9-fsQLYBwDSCAcIiGEQARgdsQkxD_-85tOjRYAKA5gLAcgLAYAMAbgMAdgTDYgUAdAVAfgWAYAXAQ&ae=1&num=1&cid=CAASKORoR7eCsGTT1e7TV1urydXjWbVT_z5cC93Xp6CqwsTa9YW3z1RXEoU&sig=AOD64_0t9ReBaggLhaJU9XGEs-pm3D_yeg&client=ca-pub-4210548651990521&nb=8&adurl=https://www.cielo.co.za/nouvelle-cast-iron-collection-forest/?network=d&campaignid=6859924982&adgroupid=78608939726&adposition=&keyword=&matchtype=&creative=570384296788&feeditemid=&targetid=aud-565960948771&loc_interest_ms=&loc_physical_ms=1028684&device=c&devicemodel=&placement=www.businesslive.co.za&target=boomuserlist%253A%253A689201058&gclid=EAIaIQobChMIh8v3zODU9wIVk0kdCR00xgvqEAEYASAAEgLn3vD_BwE
https://adssettings.google.com/whythisad?source=display&reasons=Aa2KcEYSvcVa1hEGjsOJf3svdw66lZpCna56AUQdZ-Ema_NbQqpSqvuE-ETktcJY3SAl_iDind8BMkXmqi_njGqWV9LMGiuK6SJaj193VTUN75ZYYMGTGFvLFdqrKlk4COyGBquPh83WUqQK1nrPMs7VCHvEbGepz3gvX5N8jGYnuAYGzezy60K5P06fIhkXSM0MTxJSrBb-JOHD7i5Hh-ClNVlqROhWD8LNQ1BlOdxN0z0A1t1OIhZOhj1EdbDGofrlpz71JuTLaVme1xGdQUdc3hFOY-mTb9fH_sQ_B4uCDjrJf-qV2UPbvcSrykiX0DHTZz1qawWzrGfB5ezlJVTbm1QUVikJ3HR5Vrrk6nGk7YSwGqyrKq7bSqK7jmUdhTN8uCYr87zv4uhkvpl5qj9mnm8FPG7dmzQsmGj1u_9HfkAUWkA-CGK0Qgnt4QmF6s8_MwtELiGeibmDu9yVj-a7EmNoPDdQnqJDgELJvNdn25yPfHrqXUY5M_8K83fN0Li4Pkn27DuwvNBVwBP6H82nDqsTQTYI8hwOWsjWvI-oQJ8u8hl6JATRk-5KzoSrbbVJ8gc4bLlQ1NREOls0hTNLjBmo6DIF40aZ6eccF-j9s2DlYtobiLrYTPYxP9XotMugUbos_vtWIZc8Rk9mSpYEBeNfXaEIzTZfNl8MmbUr5Q-NyhE1TOmAVB26xiPti0txyX1WcPr_6qrFulYLzAETS3ZbfwzCil7itRtqn3YLBJpElshhpcuLIMpwVsUNUolFZEsg12Smwc-8AhNG_-5zWNEQN-xY9ybwQwrlQenX5umJH4rIXq5mzR7u0vHE7CjtOUsJ_xh1QWkMB3uNcuO1YjsQOOKKk7dvjXi6G0ERa5FhdGNQVoSwvs7DyIhKuUhYuk0K1dVIE32MZpDnRwBPehL3UQCBLPRof2ZXkyN2n8qAkT_p66dJdPYmVE6SXBKXK6rjbiUiwaJk3Lgq2vMflhLo5ZIL8KrljPjEk9GL8mKo78uLTAn0PdB-tj987hjuLA5LTKWxrFAE8XJS9lh011ArkSVGm_BtyEeUMMj7kZhO3GlH8klKR9TS0IivYhP8C64oecP7ChejmhTjgoime4OduQQliR1rPggugHXBd7YajKyd8jb8METmbfFDzViCXiYIwduHUvrqUXMHTnDMZHHE_K6V6zYyPdv6BfOoeq1O6sFNLzaeqyRNAeWHrymqY9ofntnUCOmU4mn9LZWiMZxQA4-SE4YKcnfvH4rDzagRyxlcXYl1gRY9YQPvGYXzjMLLfoBbY2vz7gs6ii_OcFviRRSP_3oPeeHBMbLZWEhExFIufNqaNcmdD-KWgoFoNczenS1qVJ9ZV-M5Nbd9VW5VOODcd63qW9FdKnzeJ-yxQkPmQa9QnxAhpjaN-s_0jwpNFCfz_hpjJvO2sp2Ha6XT8K0Lw43D-4P4ykq6Oyf5LCCh8l-wlnzz6vcbTN-xG3PUXrx26CtHUgZStlSeVlmzvQsiqSmIGG88K2HvRzZ3oZdPkoFSxznz0UZ5PkdEUq_fOLwGoUOVZU3M7qiGM2fQYXOZikdUmciGagnvzqdcHgETvb3OVY1baciTjybtejSij8hHh6MSFSnclxFFEUHJnU7zOYbnlZZ4__wJX1BZDYzlKDLlAxPQcRHQ2WivYBwxMOKuw6ds-Kw-MWUg0N4CPscMKdxf1L1VMsNxIdqvZXt3NwB3JamUf05qKqGh4Hck1kf0V8UOwO4NBilu3YqAYwL-Pg5ae1YcwYQR0ceLmfQ6gKqFHs1nZdMkpisjHo0LzYbGB42FzeO-tluHOi-balkmrkyMRHQYEwJ2dz4rPj6xlpbOIeHp8k1oHngu90m4qCi2uJtRza1ALpvzh5Yd6eW-TysWLELap4tLI_D7wJcntX75spQ
https://adssettings.google.com/whythisad?source=display&reasons=Aa2KcEYSvcVa1hEGjsOJf3svdw66lZpCna56AUQdZ-Ema_NbQqpSqvuE-ETktcJY3SAl_iDind8BMkXmqi_njGqWV9LMGiuK6SJaj193VTUN75ZYYMGTGFvLFdqrKlk4COyGBquPh83WUqQK1nrPMs7VCHvEbGepz3gvX5N8jGYnuAYGzezy60K5P06fIhkXSM0MTxJSrBb-JOHD7i5Hh-ClNVlqROhWD8LNQ1BlOdxN0z0A1t1OIhZOhj1EdbDGofrlpz71JuTLaVme1xGdQUdc3hFOY-mTb9fH_sQ_B4uCDjrJf-qV2UPbvcSrykiX0DHTZz1qawWzrGfB5ezlJVTbm1QUVikJ3HR5Vrrk6nGk7YSwGqyrKq7bSqK7jmUdhTN8uCYr87zv4uhkvpl5qj9mnm8FPG7dmzQsmGj1u_9HfkAUWkA-CGK0Qgnt4QmF6s8_MwtELiGeibmDu9yVj-a7EmNoPDdQnqJDgELJvNdn25yPfHrqXUY5M_8K83fN0Li4Pkn27DuwvNBVwBP6H82nDqsTQTYI8hwOWsjWvI-oQJ8u8hl6JATRk-5KzoSrbbVJ8gc4bLlQ1NREOls0hTNLjBmo6DIF40aZ6eccF-j9s2DlYtobiLrYTPYxP9XotMugUbos_vtWIZc8Rk9mSpYEBeNfXaEIzTZfNl8MmbUr5Q-NyhE1TOmAVB26xiPti0txyX1WcPr_6qrFulYLzAETS3ZbfwzCil7itRtqn3YLBJpElshhpcuLIMpwVsUNUolFZEsg12Smwc-8AhNG_-5zWNEQN-xY9ybwQwrlQenX5umJH4rIXq5mzR7u0vHE7CjtOUsJ_xh1QWkMB3uNcuO1YjsQOOKKk7dvjXi6G0ERa5FhdGNQVoSwvs7DyIhKuUhYuk0K1dVIE32MZpDnRwBPehL3UQCBLPRof2ZXkyN2n8qAkT_p66dJdPYmVE6SXBKXK6rjbiUiwaJk3Lgq2vMflhLo5ZIL8KrljPjEk9GL8mKo78uLTAn0PdB-tj987hjuLA5LTKWxrFAE8XJS9lh011ArkSVGm_BtyEeUMMj7kZhO3GlH8klKR9TS0IivYhP8C64oecP7ChejmhTjgoime4OduQQliR1rPggugHXBd7YajKyd8jb8METmbfFDzViCXiYIwduHUvrqUXMHTnDMZHHE_K6V6zYyPdv6BfOoeq1O6sFNLzaeqyRNAeWHrymqY9ofntnUCOmU4mn9LZWiMZxQA4-SE4YKcnfvH4rDzagRyxlcXYl1gRY9YQPvGYXzjMLLfoBbY2vz7gs6ii_OcFviRRSP_3oPeeHBMbLZWEhExFIufNqaNcmdD-KWgoFoNczenS1qVJ9ZV-M5Nbd9VW5VOODcd63qW9FdKnzeJ-yxQkPmQa9QnxAhpjaN-s_0jwpNFCfz_hpjJvO2sp2Ha6XT8K0Lw43D-4P4ykq6Oyf5LCCh8l-wlnzz6vcbTN-xG3PUXrx26CtHUgZStlSeVlmzvQsiqSmIGG88K2HvRzZ3oZdPkoFSxznz0UZ5PkdEUq_fOLwGoUOVZU3M7qiGM2fQYXOZikdUmciGagnvzqdcHgETvb3OVY1baciTjybtejSij8hHh6MSFSnclxFFEUHJnU7zOYbnlZZ4__wJX1BZDYzlKDLlAxPQcRHQ2WivYBwxMOKuw6ds-Kw-MWUg0N4CPscMKdxf1L1VMsNxIdqvZXt3NwB3JamUf05qKqGh4Hck1kf0V8UOwO4NBilu3YqAYwL-Pg5ae1YcwYQR0ceLmfQ6gKqFHs1nZdMkpisjHo0LzYbGB42FzeO-tluHOi-balkmrkyMRHQYEwJ2dz4rPj6xlpbOIeHp8k1oHngu90m4qCi2uJtRza1ALpvzh5Yd6eW-TysWLELap4tLI_D7wJcntX75spQ


Some speculated that one of Kganyago’s main aspirations in lowering the target was
to put the pressure on to curb administered price rises. But doing so would require
policy shifts, which in many cases would be contested. It would also require a much
more capable and efficient state.

And if administered prices could not be curbed, harsher action would be needed to
force down other prices in the economy. Nedbank corporate and investment bank
analyst Walter de Wet modelled this in a report in 2021, which concluded that while
a 4% target could be feasible — and in line with the average 3.9% for emerging
market economies — 3% would potentially require more than two percentage points
of interest rate hikes that the Reserve Bank would otherwise not have had to
implement.

Admin prices are a big part of that story, as De Wet tells it. Excluding administered
prices, the inflation rate since 2017 has been just 4%. But inflation in admin prices
has been 6%. And given infrastructure deficits and high state-owned enterprise debt
levels, it’s not that easy to get it down — hence stronger action would be needed to
cut inflation in the rest of the basket. De Wet calculated that if SA were to target a
3% inflation rate the effective target would be just 2.4% for the basket excluding
admin prices.

The government’s moves on fuel at least open the way to review other admin prices,
and ironically the extent to which the fuel price reflects taxes and regulated margins
rather than global oil or the rand is helping cushion SA’s inflation rate from the full
extent of $120 per barrel oil prices.

But the problem is not just admin prices strictly defined, but also those inflated by
tariffs that keep SA’s inflation rate high. A study by Trade & Industrial Policy
Strategies researcher Neva Makgetla for the Reserve Bank in 2021 found that the
tariffs on food had increased steadily since 2013 and were now one percentage point
higher than tariffs on all other goods. The higher tariffs are mainly targeted at staple
foods for low income groups, ranging from 50% tariffs on poultry and sugar to 10%
on cooking oil.

High staple foods inflation has a multiplier effect on the inflation rate more
generally because these foods make up a large part of the inflation basket for low-
income workers and so put upward pressure on wages, and therefore cause broader
price pressures in a way that tariffs on luxury goods would not, Makgetla’s study
found.



All of which goes to suggest that SA’s inflation problem in the longer term is as much
about trade, industry & competition minister Ebrahim Patel or mineral resources &
energy minister Gwede Mantashe or public enterprises minister Pravin Gordhan, as
it is about global oil or wheat prices in the shorter term. The Reserve Bank has
managed to cut SA’s double-digit inflation rates to the mid single digits over the past
couple of decades. Taking it down further will depend on the government.

• Joffe is editor-at-large.
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Fanie Brink • a month ago

• Reply •

"He has managed to get inflation and inflation expectations down to this level without too
much economic pain, thanks to low global food and fuel price inflation." Cannot be!! How
did he managed it when it was "thanks to low global food and fuel price inflation?" He did
nothing - inflation went down because of "low global food and fuel price inflation. "The
higher local interest rates were definitely not the reason for the "low global food and fuel
price inflation!!" Changes in interest rates have absolute no influence of the inflation rate
because it is determined by the operation of market forces of supply and demand in the
economy!
 1△ ▽

Hanief Haider • a month ago

• Reply •

When I first read of this ambitious target of 3 % thought it was just silly.
Even before Ukraine issue.
Just finished a bank note penned by Credit Suisse analyst Zoltan Pozsar about future oil
prices.
It is detailed and complex with one singular message for investors. 
Looks grim for inflation.

△ ▽

Robin Mills • a month ago

• Reply •

We will all have to rely on helpful Putin for our futures.... Viva Viva the lost sheep.

△ ▽
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