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CHAPTER 1 
ON TRACK: MEETING FISCAL TARGETS AND ADVANCING REFORM 
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Adopting a 3 per cent inflation target  

The Minister of Finance is responsible for setting monetary policy in consultation with the Governor of 
the Reserve Bank. The Public Finance Management Act (1999) assigns responsibility for promoting the 
coordination of macroeconomic policy to the National Treasury.  
In 2022, the National Treasury published a review of South Africa’s monetary policy by two international 
experts. Their study1, which informed the National Treasury’s 2024 Macroeconomic Review, 
recommended that the current inflation target of 3–6 per cent be reviewed. 
Over the past year, the National Treasury and the Reserve Bank conducted joint research on the impact 
of a lower inflation target on the economy and the fiscal framework. They also reviewed the wider 
literature on optimal inflation targeting in emerging markets.  
South Africa’s average inflation rate is higher than trading partners and emerging market peers, which 
erodes the country’s competitiveness and causes the rand exchange rate to depreciate (Figure 1.5). 
Higher inflation also increases the cost of living to the detriment of households – particularly the poorest 
and most vulnerable (Figure 1.6).  
In the short term, reducing the inflation target to 3 per cent will result in more cuts in interest rates than 
would be the case under a 4.5 per cent target. Over time, a lower target will decrease inflation and 
inflation expectations, creating the space for permanently lower interest rates, which will support 
household spending and investment – boosting economic growth and job creation. A lower target aligns 
the country with international best practice and makes the cost of borrowing cheaper by reducing the 
inflation risk premium that investors demand to lend to South Africa.  
However, lower inflation will also initially slow nominal GDP growth and revenue growth, given that tax 
receipts are linked to nominal GDP. This will reduce fiscal space, while the real value of public debt will 
decline more slowly. 
After careful consideration, government has concluded that the benefits of a lower inflation target 
outweigh the costs. Furthermore, policies to restore the health of the public finances and implement 
growth reforms will mitigate short-term adjustment risks. Given the year-to-date revenues collected and 
the measures already implemented to stabilise the public finances, the National Treasury has concluded 
that the target change can be managed without jeopardising government’s fiscal objectives. 
As a result, government has decided to set a new inflation target of 3 per cent with a tolerance band of 
1 percentage point. To ensure a smooth adjustment for households and businesses, the Reserve Bank is 
expected to guide inflation and inflation expectations gradually towards the 3 per cent target over the 
next two years. The Minister of Finance and the Governor of the Reserve Bank will closely coordinate 
policy settings to maximise the economic benefits of the new target, and enhance fiscal and monetary 
policy alignment.  

Figure 1.5 Inflation targets in emerging markets  
and advanced economies 

Figure 1.6 Cost-of-living increases 
 

  
Source: Central bank websites and Treasury calculations Source: National Treasury 

1 Honohan, P and A Orphanides, Monetary Policy in South Africa, 2007-21 SA-TIED Working Paper #208 / March 
2022. 
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