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South Africa: long term trend

The longer-term chart shows how South Africa’s inflation 
rate has structurally moved from an average of 20% inflation 
in the late 1970s and early 1980s to where we find ourselves 
today. In February 2000 the South African Reserve Bank 
adopted inflation targeting as a policy to bring stability to 
the general price level in the country. The Monetary Policy 
Committee started regular meetings to announce interest rate 
changes based on future inflation expectations. The success 
is evident given that inflation has largely trended between 
the lower and upper target limits of 3% – 6% respectively. 
However, there are exceptions. For example, the period in 
2007/8 when inflation rocketed to 13% coincided with the 
Brent oil price running away to more than $140 per barrel.

Inflation is probably the most 
important topic being discussed in 
the investment world. Concerns 
over inflation have risen sharply 
since the end of 2021. We discussed 
the reasons behind the surge in 
inflation two weeks ago and the 
consequences thereof – especially 
for interest rates. This week we 
bring the discussion back home 
and focus on the situation in South 
Africa.

The inflation dynamic is slightly different here from the 
global situation. Inflation is more muted (as evidenced by 
the charts that follow). Nonetheless, the mandate of the 
SA Reserve Bank is to maintain price stability, taking into 
account the myriad of external factors such as imported 
inflation, high oil prices, currency volatility and so forth. The 
Bank’s Monetary Policy Committee has already adopted 
a prudent approach by raising interest rates twice over 
the past three months. We expect inflation to temporarily 

rise above the Bank’s upper inflation target limit of 6%, 
boosted by higher food and energy costs (especially oil). 
At this stage, the Harvard House Team predicts that interest 
rates will rise by a further 1% during 2022. The first few 
adjustments of 25 basis points apiece could come in quick 
succession. Thereafter we expect the Bank to pause to 
assess the impact of higher rates on economic growth. The 
focus of the rest of the note is to give our readers some 
other insights into inflation. Perhaps some charts that you 
don’t find in the daily press
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Inflation in SA from a different perspective

SPEED READ
� A quick rise in US inflation to 40-year highs

is forcing central banks worldwide to raise
interest rates.

� Inflation in South Africa is more muted, but
rising quickly toward the 6% level. What is the
outlook for our interest rates for 2022?

� Your inflation basket might be slightly different
depending on whether you are a pensioner and
where you live. Our graphs tell the story.

The most read, written and researched word so far this year is “Inflation”. Consumer inflation has 
reached a 40-year high in the US and is approaching South Africa’s upper ceiling limit of 6%. Will the 
Federal Reserve be aggressive in adjusting US interest rates and how far will South Africa go? We delve 
a little deeper into South Africa’s inflation through some interesting charts. Furthermore, StatsSA has 
adjusted the inflation basket to keep up with our tastes, spending habits and focus areas. What is the 
impact on pensioners and in which provinces will you get more bang for your buck?  

Willie
Pelser
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If I am a pensioner?

I am sure the fact that inflation for pensioners 
has traditionally risen at a faster rate than 
overall inflation will be met with groans of 
frustration. Why should that be? The key 
reason is that the average basket of goods 
for a pensioner differs from that of a younger 
person or family – especially with regard to 
medical and health expenses. Medical inflation 
(along with education inflation for younger 
families) has always tended to rise faster than 
overall inflation – a function of the rising cost 
of innovative treatment, longevity leading to 
more instances of disease, and a shortage of 
high-quality medical staff. At present, inflation 
for pensioners is below the country average, 
but we wouldn’t read too much into that. 
The reason is primarily a lower weighting to 
energy prices as pensioners tend to travel less 
– no commuting to work. Unfortunately, it is
unlikely to last for long. The historic trend should reassert itself in due course, which reinforces our philosophy that inflation
is a greater risk than market volatility.

Petrol prices are at their highest ever – despite 
the strength of the Rand. It is interesting to note 
that food inflation (although high) is drifting 
lower. This is a combination of surpluses in 
key crops such as maize and bumper crops 
elsewhere thanks to good rains. But there is 
no room for complacency. In some areas, there 
has simply been too much rain, and globally, 
prices are also rising, especially wheat given 
that Ukraine is one of the world’s largest exporters.

IMPACT ON INFLATION OF FOOD & ENERGY PRICES
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Current Inflation Drivers

The next chart tracks the trajectory of the two 
items that we believe are currently the key 
drivers behind overall inflation – Food and 20 

Transport. The price of oil has risen sharply 
thanks to a combination of surging demand 15 

as Covid recedes, years of underinvestment 
in key infrastructure and Russian aggression 10 
towards Ukraine. South Africans are feeling 
the brunt when heading to the petrol station. 
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Where should I live?

The last chart compares geographical 
regions. We have plotted inflation for KZN 
and the Western Cape. So there you have it, it 
would appear that it is cheaper to live in KZN 
relative to the Western Cape. On our visits 
to the children and family in that part of the 
country my wife always comments that grocery 
shopping is more expensive in Cape Town than 
in Hilton. The picture reinforces that hunch!

I often hear people commenting that their 
inflation rate is not the same as the published 
rate, or alternatively that the inflation statistics 
are wrong as they always end up paying more 
every month. By delving into the inflation 
data in more detail – i.e. for pensioners and 
by province – the stats confirm that inflation 
can well be different for various people. It all 
depends on your particular spending habits, 
and what constitutes your basket.

INFLATION IN VARIOUS PROVINCES
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The Inflation Basket

FThe proverbial basket is not just the shopping 
trolly full of goodies that you push through your 
local grocer’s aisle. It incorporates all areas of 
spending – including services such as health, 
recreation, communications, restaurants and 
many more. Statistics South Africa has just 
updated the basket of goods on which inflation 
is calculated. International best practice 
requires CPI weights to be updated every 
5 years, due to changes in tastes, spending 
patterns, new products and substitutions. 
For example, way back in 2012, the inflation 
basket comprised 393 items. The basket rose 
to 404 items after the 2016 revision. Now it 
has risen to 415 different items.

Fourteen new products entered the basket of 
which one product split into two, four products 
were combined into two and one was renamed. Two products (DVD players and antenna & satellite dishes) left the basket 
– a stark reminder of just how quickly technology is changing and influencing our spending habits. Light bulbs – energy-
saving bulbs and the traditional bulb - are now grouped together instead of separately. The one product that was split into
2 is “internet usage”. The prices of Wired (fibre) and Wireless (cellphone data) services are measured separately. It would
appear that after Covid we are all trying to live healthier, or are we? Dairy and fruit juice blends and Gin have made it
into the shopping basket. The final stage in adjusting the basket is giving weights to the various items. The key categories
remain the same, even if the weights have changed slightly. Food and non-alcoholic beverages is the largest category,
comprising 17.14%. That is followed by Transport at 14.35% while Restaurants and Hotels comprise a further 3.25%.
Officially, inflation is currently 5.9%, but that is for the average citizen. This is probably the only time that you want to be
“below average!”

INFLATION BASKET

Inflation is being felt acutely in our weekly trip to the supermarket.



Inflation has always been around. Those with long 
memories will recall periods when our inflation was stuck 
in the mid-teens year after year. Thanks to globalisation, 
inflation was tamed. But no longer. Inflation is rearing 
its head again as the world emerges from the worst of 
Covid. Our next seminar will focus on inflation and the 
implications for investors.
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For more information on the range of products and services 
offered by Harvard House Investment Management and its 
associated companies (including Harvard House, Chartered 
Accountants), or for any financial advice, please contact the 
Company at:

HARVARD HOUSE GROUP
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CONTACT DETAILS:

Topic: Taming Inflation

Natal Midlands
Date: 17th March 2022
Venue: Oasis Conference Centre,

72 Main Road, Howick
Morning Time: 10am for 10.30am
Evening Time: 5.30pm for 6pm

Johannesburg
Date: 22 March 2022
Venue: Rosebank Union Church, Cnr 

William Nichol and St Andrews 
Road, Hurlingham

Time: 7am for 7.30am

Harvard House is on Facebook

Harvard House is on YouTube

https://www.facebook.com/HarvardHouseSouthAfrica
https://www.youtube.com/channel/UCMmM_c5RjK5P-IdRN3JOh7A
https://www.facebook.com/HarvardHouseSouthAfrica
https://www.youtube.com/channel/UCMmM_c5RjK5P-IdRN3JOh7A

