An analysis of price changes based on the Classification of Individual Consumption by Purpose
Box: Grain price developments and inflation prospects
(COICOP) categories confirms that underlying inflationary pressures in the economy remained
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Whereas in the opening months of 2012 market participants expected international grain prices
to decrease in the current season on account of historically large areas planted in especially the
US, the opposite outcome transpired more recently. Following a severe deterioration of maize
Underlying measures of consumer price inflation
crop prospects in the US as a result of drought coupled with extreme heat conditions during
the critical
stages ofchange
crop over
development,
maize prices increased, on average, by 23 per cent
Percentage
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in July152012 compared with the preceding month. Simultaneously, international wheat prices
surged by 19 per cent amid a worsening of production prospects in the Russian Federation and
expectations of a firm demand for wheat from the livestock sector for the second consecutive
12due to tight maize supplies.
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6 per cent in July 2012 have a combined weight of almost 76 per cent in the total consumer price
basket, while the three categories that increased at rates below the lower limit of the inflation target
range have a combined weight of almost 13 per cent in the total consumer price basket.
South Africa, being a small and open economy, is subject to international food price developments
through import and export parity pricing practices. Given the surge in the international price
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per cent and 25,6 per cent from May to July 2012, while that of
wheat increased by 22,1 per cent.
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prices of manufactured grain in the opening months of 2012, price increases of bread and
cereals moderated thereafter. Given this relationship in terms of price trends, it can be expected
that the most recent rise in the producer prices of grain will place upward pressure on bread and
cereal prices towards the end of 2012. It is generally expected that maize meal price increases
will peak at around 10 per cent, while inflation in the price of brown bread will be in excess of
20 per cent, year-on-year, within the next six months.
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Climate allowing, the current attractive producer prices of maize bode well for the area to be
planted in the approaching planting season, and should support the adequacy of supplies in
2013. For monetary policy an important question is how much of the present and near-term
movements in food price inflation will still be left at the operational time horizon of monetary
policy, that is, 18 to 24 months into the future.

