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Inflation falls but the story is far from over

For the first time in years, South Africa’s (SA’s) inflation is closer to Switzerland’s
than Zimbabwe’s. August’s Consumer Price Index slowed to 3.3% year-on-year,
comfortably inside the South African Reserve Bank’s (SARB’s) 3% to 6% target
and edging towards the lower end. Core inflation remains steady at 3.1%.

These figures are far from the double-digit surges of the past, suggesting that
monetary policy is finally gaining traction. So, why did the SARB hold the repo rate
unchanged at 7.00% in September instead of cutting it again? Policymakers argue
that past easing still needs time to filter through. With the rand volatile and SA’'s
risk premium high, they prefer to wait for inflation to prove that it can stay low.

Anchoring lower expectations

A quiet but powerful shift is underway. Analysts’ five-year inflation expectations
have dropped to a record low of around 4.2%. This might not sound dramatic

but it is the difference between inflation being viewed as a constant threat and
as something under control. The SARB has hinted that it now wants inflation to
settle closer to 3%, not the old “midpoint” of 4.5%. This ambition changes the
game: If inflation consistently hovers near 3%, households could see more stable
food and fuel costs, and investors would demand lower risk premiums on South
African bonds. But it also means that the SARB will be slower to cut rates as the
bar for easing has been raised.

YOUR WEEKLY
Global crosscurrents
SA never operates in a vacuum. The world’s central banks still call many of the EC O \ O MI C UPDATE

shots:

+ United States (US): US inflation is expected to be 2.7% to 2.9% but the Federal
Reserve (Fed) is more worried about a weakening labour market. Job growth
slowed in August, prompting the first rate cut since 2024. Traders expect
another in October. If the Fed cuts rates aggressively, the dollar could weaken,
giving the rand breathing room.

+ Markets “priced for perfection”: Wall Street is at record highs, fuelled by
artificial intelligence hype and expectations of looser US policy. Credit spreads
are at their tightest since 1998, meaning investors are being paid almost
nothing to take risk. History suggests that these moments rarely end quietly.

If sentiment turns, emerging markets, like SA, are usually the first to feel the
tremors.

+ The Trump effect: In the “Trump 2.0” era, the dollar has dropped more than
10% in 2025, its weakest run in two decades. For SA, a weaker dollar helps
tame inflation but also shows how political shocks abroad can ripple into local
grocery prices.
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Local growth is still fragile

Lower inflation is good news but SA’'s growth outlook remains muted. Our gross
domestic product is forecast to expand only marginally in 2025, not enough to
impact unemployment. Electricity supply has improved but logistics bottlenecks
at ports and rail continue to cap export potential. Bond yields remain elevated,
reflecting investor caution over government debt. The rand, meanwhile, dances to
the global tune. It firmed briefly on easing inflation expectations but slipped again
before the SARB’s decision, showing how quickly sentiment can shift.

What does this mean for you?

+ Households: Living cost relief is real but do not expect bond repayments to fall
sharply soon. The SARB will wait for proof before cutting rates again.

+ Businesses: Stable inflation helps planning but funding costs remain high.
Exporters gain from the rand’s weakness, while importers benefit from softer
price pressures.

+ Investors: Bonds offer attractive yields but carry fiscal and currency risk.
Equities may benefit if inflation keeps falling, though global shocks remain a
wild card.
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SA is at a delicate turning point. Inflation is easing, expectations are anchored
lower, and the SARB has its sights set on 3%. But global volatility, weak Efficient Corporate Solutions (Pty) Ltd is

domestic growth, and political uncertainty still cloud the outlook. For now, it is
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a waiting game: Households get some relief, investors must tread carefully, and

policymakers hope that this time, the hard-won gains against inflation do not slip FSP 48026.

away.
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