
 

  

  

Rand note: the rand is poised for further strength if the inflaƟon target is lowered 
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•    The rand conƟnues to aƩempt to break through the R18.00/USD mark, a major 
resistance level, reaching R17.99/USD temporarily on Friday, then rebounding 
back above R18.00/USD, and at R18.01/USD today, ahead of the budget. 

•  Markets are anƟcipaƟng the announcement of a new inflaƟon target, with the 
range currently 3-6% y/y and the midpoint of 4.5% y/y. NaƟonal Treasury is 
likely to prefer a gradual descent, as opposed to the SARB’s preference of close 
to 3.0% y/y. 

•  NaƟonal Treasury sets the inflaƟon target, and the Reserve Bank is mandated 
to achieve it, with NaƟonal Treasury in charge of deciding what the range and 
or target point will be, and having said a change is imminent. 

•  However, NaƟonal Treasury has also warned in the past that “you don’t get 
there (a lower inflaƟon target) in a manner which is painless”, “What is clear is 



that if we revise the target, the target can only be revised lower.” “But … (t)o 
get there is tough.” 

•  Finance Minister Godongwana has previously asked NaƟonal Treasury and the 
Reserve Bank to determine the full impact on consumers and the economy first 
before any changes are made to the inflaƟon target. 

•  The announcement could come as early as this week, on Wednesday, with 
NaƟonal Treasury having said “South Africa’s inflaƟon target is out of sync”. A 
modest revision to 3-5% y/y with a midpoint would probably be preferable for 
NaƟonal Treasury. 

•  This is in contrast to the Reserve Bank’s previously stated choice of closer to 
South Africa’s key trading partner’s inflaƟon targets of 2.0% y/y (US, EU, China, 
UK), but first moving to 3.0% y/y before the drop to 2.0% y/y. 

•  A compromise of a new target range of 5-2% y/y is possible, with a midpoint 
then of 3.5% y/y. CPI inflaƟon is already below this, at 2.7% y/y, and likely to be 
below 3.0% y/y for Q2.25. However, base effects in Q3.25 will push inflaƟon 
above 3.5% y/y. 

•  A new target midpoint of 3.5% y/y would likely mean no further interest rate 
cuts for this year. The rand would likely strengthen further towards R17.50/USD 
as the US cuts. Currently two -25bp US interest rate cuts are expected in H2.25. 
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• Given the negaƟve impact on consumers of missing out on further interest rate 
cuts in the current cycle, NaƟonal Treasury could aim for more cauƟon and 
announce the new target range at 5.5% -2.5% y/y instead, moving the mid-
point down to 4.0% y/y. 

•  Also key for South Africa, S&P’s country review on Friday saw the credit raƟng 
agency affirm South Africa’s BB- foreign currency raƟng and BB/B local currency 
raƟng, maintaining a posiƟve outlook on the potenƟal for reform. 

•  S&P notes “the potenƟal for stronger growth … despite trade- and tariff-related 
headwinds, alongside government debt consolidaƟon if the coaliƟon 
government can accelerate economic and fiscal reforms while addressing 
infrastructure pressures”. 

•  Adding, “(w)e could raise the raƟngs if an improving track record of effecƟve 
reforms resulted in the strengthening of economic growth, and reduced 
government debt and conƟngent liabiliƟes”. 

• “Despite the re-tabling of the budget and the likely removal of VAT, the 
government plans to conƟnue with fiscal consolidaƟon, and fiscal financing 
benefits from access to deep domesƟc markets and an acƟvely traded 
currency.” 

• “Despite the significant disagreements, the coaliƟon government of naƟonal 
unity (GNU) has managed to remain intact, which we believe bodes well for 
broad policy conƟnuity and enhanced reform momentum.” 



•  “The raƟngs … benefit from the country's sizable and sophisƟcated financial 
system that provides a deep funding base for the government. The country also 
has relaƟvely strong insƟtuƟons, with good checks and balances, parƟcularly” 
the SARB. 

•  “The raƟngs are constrained by relaƟvely low GDP per capita and low GDP 
growth rates, as well as sizable fiscal deficits and high government debt. The 
posiƟve outlook reflects the potenƟal for stronger growth than we currently 
expect”. 

•  This is “despite trade- and tariff-related headwinds, alongside government debt 
consolidaƟon, if the coaliƟon government can accelerate economic and fiscal 
reforms while addressing infrastructure pressures”, as S&P remains posiƟve on 
SA. 

 

  



 

  

 

  



 

 

  

 

  

 

  
 

 


