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ESSAY SYNOPSIS

Since adopting inflation targeting in 2000, South

Africa has relied on a 3-6% target band to anchor

d expectations, enhance policy credibility and stabilise

prices. The effectiveness has been mixed: inflation

has generally stabilised, but unemployment has

reged remained high and inequality entrenched. More than
two decades later, debate continues about whether
this framework remains optimal, given South Africa’s
structural challenges, writes Karabo.

In theory, tight inflation control can impose real

economic costs, especially where price pressures

stem from food or administered prices (such as for

fuel or power) rather than domestic demand. In

K b C h k practice, reducing inflation close to 3% would require
a ra o a u e prolonged tight monetary policy, suppressing credit
extension, raising borrowing costs and dampening

investment. High interest rates used to target the

Q North-West University lower bound may disproportionately harm low-
income households through job losses and costlier

debt.
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International comparisons provide potential lessons.
New Zealand shows the value of transparency in a
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