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GDP growth exceeds expectations in Q1 2026
The South African economy expanded by 0.5% QoQ in Q1 2026, up from 0.4% in Q4 2025. The growth
exceeded expectations and was broad-based, with the majority of sectors registering positive momentum.

GVA growth rates (seasonally adjusted)
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As depicted in the chart, the agriculture, forestry and fishing sector grew by 3.9% QoQ in Q1 2026, vs
0.4% in Q4 2025, driven by higher production of field crops and horticultural products. Meanwhile, the
finance, real estate and business services sector moderated to 0.9% from 1.4% in the previous quarter,
though it maintained upward momentum through financial intermediation and auxiliary financial services.
The trade, catering, and accommodation sector grew by 0.7%, slightly lower than the 0.9% recorded in
Q4 2025, reflecting strong wholesale trade, motor trade, food and beverage sales, and accommodation
activities. Similarly, the transport, storage and communication sector grew by 0.7%, rebounding from a
0.3% contraction recorded in the previous quarter due to improved land, air and transport support services.

Mining activity improved from -0.6% in Q4 2025 to 0.7% in Q1 2026, supported by higher production levels
of platinum group metals (PGMs), gold, chromium ore, and diamonds. In contrast, manufacturing
contracted by 0.8%, marking a second consecutive quarterly decline, because of lower output in the
petroleum and chemical products, iron and steel, and wood and paper-related manufacturing divisions.

On the expenditure side, economic activity was supported by government spending and an improvement
in net exports during the first quarter. Government consumption expenditure increased by 0.6% QoQ vs
0.5% in Q4 2025, while exports of goods and services returned to positive territory, increasing by 0.5%
after a 0.6% contraction in the previous quarter. Simultaneously, imports declined by 2.6%, resulting in a
positive contribution from the external sector. In contrast, household consumption growth slowed
significantly to 0.1% from 1.2% in Q4 2025, suggesting weaker consumer spending. Gross fixed capital
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formation also contracted by 1.1%, indicating a decline in investment activity during the quarter. The
expenditure data points to a moderation in domestic demand, with growth increasingly supported by
government expenditure and net trade.

GDP by expenditure growth
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Overall, South Africa entered 2026 on a stronger-than-expected footing, while recent diplomatic progress
in the Middle East has reduced some of the downside risks associated with higher oil prices. Nevertheless,
uncertainty remains elevated and risks to inflation, growth and financial markets have not been fully
eliminated.

SARB cuts growth projections for 2026

While the stronger-than-expected Q1 outcome suggests that the economy entered 2026 on a firmer footing,
the medium-term outlook remains constrained. At its May 2026 Monetary Policy Committee (MPC) meeting,
the South African Reserve Bank (SARB) lowered its growth projections to 1.2% for 2026 and 1.7% in 2027
(from March’s projections of 1.4% and 1.9%, respectively), while holding 2028 steady at 1.9%. The
downward revisions reflect a combination of heightened global uncertainty and reduced disposable incomes
following escalated tensions in the Middle East. Higher oil prices, elevated inflationary pressures, and
weaker global growth are expected to weigh on household consumption and investment activity, which
previously drove South Africa’s recovery.

The MPC also highlighted the impact of recent floods in the Western Cape, Eastern Cape and North-West
provinces, which caused significant damage. In addition, the bank identified the possible emergence of El
Nino conditions as a further downside risk to growth, given its potential impact on agricultural production
and food prices. These risks, combined with persistent geopolitical uncertainty, have increased the
likelihood of slower economic activity over the forecast period.
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SARB'’s growth projections
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SARB revises inflation forecasts and raises the repo rate

Consumer inflation rose to 4% in April from 3.1% in March, driven by an 11.4% rise in fuel prices--one of
the largest jumps in fuel inflation on record. Services inflation accelerated to 4.6%, reflecting broader price
pressures in transport, insurance, and financial services.

At its May 2026 meeting, the MPC noted that the escalation of tensions in the Middle East has significantly
altered the inflation outlook through higher oil prices, increased transport costs, and exchange rate
pressures. As a result, the SARB revised its inflation and growth forecasts. Therefore, the MPC raised the
repo rate by 25 basis points to 7.00%, effective May 29, 2026. The decision was split: four members voted
in favour of the rate hike, while two preferred keeping the rates unchanged. The rate hike action reflects
growing concerns over inflation risks and elevated global uncertainty.

SARB'’s inflation projections

Scenarios 2026 2027 2028
Inflation (%) Baseline 4.4 3.7 3.0

Scenario 1 5.0

Scenario 2 >6.0 Elevated

Source: SARB

In its baseline forecast, the SARB expects headline inflation to average 4.4% in 2026, representing a 0.7
percentage point upward revision from the 3.7% projected in the March 2026 MPC meeting, before
moderating to 3.7% in 2027 and reaching the SARB's preferred target of 3.0% in 2028. The upward revision
is driven by risks of high global oil prices, elevated fuel inflation, and looming second-round effects. The
SARB also flagged renewed pressure on food prices, with the agricultural sector facing higher diesel and
fertiliser costs.
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The MPC's alternative scenarios suggest that prolonged oil price spikes paired with a weaker Rand could
result in significantly higher inflation and slower-than-expected economic growth. Under a hypothetical
prolonged Strait closure scenario, inflation could rise above 5% and remain sticky, requiring a more
restrictive monetary policy stance. In a second, worst-case scenario that includes El Nino drought risks,
inflation could peak above 6% and demand three additional policy rate hikes. Consequently, the SARB
indicated that future policy decisions will be highly dependent on developments in global energy markets,
inflation expectations, and the broader geopolitical environment.

Looking ahead, risks to growth and inflation will be skewed by developments in global energy markets and
geopolitical conditions. While stronger-than-expected GDP growth in Q1 2026 suggests that the economy
entered the year on a firmer footing than anticipated, elevated oil prices, rising production costs and weaker
household purchasing power are expected to weigh on economic activity in the coming quarters.
Resultantly, the SARB is likely to maintain a cautious and data-dependent approach to monetary policy,
with inflation developments remaining the key determinant of future interest rate decisions.

Inflation rises above SARB's upper band target

South Africa's headline inflation accelerated to 4.5% YoY in May 2026, from 4.0% in April 2026, while
prices increased by 0.7% month-on-month. The increase reflects growing price pressures across key
expenditure categories, particularly transport, housing and utilities, and insurance and financial services.

Transport led, with its annual inflation rising to 9.4% from 5.1% in April, contributing 1.3 percentage points
(pp) to headline inflation. This was largely driven by fuel prices, which increased by 28.7% YoY, reflecting
the pass-through of higher global oil prices to domestic fuel costs. Housing and utilities inflation remained
elevated at 5.3%, contributing a further 1.3 pp, because of higher electricity, gas and other fuel costs,
which increased by 9.4% YoY. Insurance and financial services inflation remained elevated at 5.7%,
contributing 0.6 pp to overall inflation.

Inflationary pressures were concentrated in energy-related categories. While food and non-alcoholic
beverage inflation remained relatively subdued at 1.9% YoY, transport and administered prices continued
to accelerate. Administered price inflation reached 13.7% YoY, reflecting the impact of fuel and utility price
increases on households and businesses. Core inflation measures were more contained, with CPI, excluding
food, fuel and energy, increasing by 3.8% YoY, suggesting that broad-based price pressures are relatively
moderate despite the recent surge in energy costs.

Inflation is expected to remain elevated over the coming months as higher fuel prices continue to filter
through the economy. While recent geopolitical tensions in the Middle East have increased volatility in
global energy markets, ongoing diplomatic efforts have helped ease some concerns regarding prolonged
oil supply disruptions. Nevertheless, uncertainty remains high, and renewed disruptions could place further
upward pressure on transport, energy, and production costs. Relatively subdued food inflation and still-
moderate core inflation should help contain broader price pressures. The May inflation outcome is broadly
consistent with the SARB's revised inflation forecast of 4.4% for 2026 and remains in line with the bank's
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baseline scenario. However, risks to the inflation outlook are tilted to the upside, particularly if oil prices
remain elevated or geopolitical tensions intensify.

Headline inflation
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Rand recovers on stronger growth data

Over December 2025-May 2026, the South African Rand (ZAR) appreciated by 2.2% against the US Dollar
(USD). More recently in May, the Rand strengthened by 0.4% to ZAR 16.482 from ZAR 16.778/USD in April,
recovering modestly despite continued geopolitical uncertainty and volatility in global financial markets.
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While stronger-than-expected Q1 2026 GDP growth boosts investor sentiment and strengthens confidence
in South Africa's economic outlook, the Rand remains vulnerable to shifts in global risk appetite. Although
diplomatic negotiations in the Middle East have reduced some concerns over oil supply disruptions,
uncertainty regarding the durability of any agreement persists. Consequently, the currency is likely to
remain sensitive to geopolitical developments and associated movements in global energy markets.

Trade surplus narrows sharply in April

South Africa’s trade surplus narrowed sharply to ZAR 15.2 billion in April from ZAR 30.2 billion in March,
demonstrating a sharp YoY rise in imports that outpaced the increase in exports. Exports grew by 14.8%
YoY to ZAR 190.5 billion, supported by key commodities such as gold, PGMs, and petroleum oils (excluding
crude). Imports increased by 15.3% YoY to ZAR 175.4 billion, reflecting higher importation of petroleum
oils (excluding crude), electric generating sets, and automatic data processing machines. Mineral product
imports sharply increased by 76% in April, following an increase of 11% in March, due to higher petroleum
import costs amid elevated global oil prices, with businesses also likely increasing inventories in anticipation
of potential supply disruptions.

On a cumulative basis, exports increased 8% YoY to ZAR 700.3 billion, while imports increased 0.4% to
ZAR 611 billion over January-April 2026. While South Africa maintained a cumulative trade surplus, the
sharp rise in petroleum-related imports in April helped narrow the surplus, highlighting the growing impact
of elevated global oil prices on the country's import bill.

The trade balance is projected to face increasing pressure from rising import costs, particularly for
petroleum-related products. While exports continue to benefit from resilient demand for key commodities,
a sharp increase in mineral product imports highlights South Africa's vulnerability to higher global energy
prices. Hence, the trade surplus may narrow further in the near term; if oil prices remain high, an inflating
import bill will continue to outpace export growth.

South Africa’s monthly trade balance

40
30
20
10

ZAR billion

-10
-20

Jan-24
Mar-24
May-24

Jul-24

Sep-24
Nov-24
Jan-25
Mar-25
May-25

Jul-25
Sep-25
Nov-25
Jan-26
Mar-26

Source: South African Revenue Service




Contact

Saurav Chatterjee
Vidhyasagar Lingesan
Rajani Sinha

Sanroy Seechurn
Buhle Toni

Mradul Mishra

Chief Executive Officer
Chief Rating Officer
Chief Economist
Senior Economist
Associate Economist

Media Relations

saurav.chatterjee@careratingsafrica.com
vidhya.sagar@careratingsafrica.com
rajani.sinha@careedge.in
sanroy.seechurn@careratingsafrica.com
buhle.toni@careedgesouthafrica.com

mradul.mishra@careedge.in

+230 - 5955 3060
+230 - 5273 1406
+91 - 22 - 6754 3525

+27 - 60 - 702 1666
+91 - 22 - 6754 3596

CARE Ratings South Africa (Pty) Limited

Registered Address: 1st Floor, 35 Ferguson Road, lllovo, Sandton, 2196, Johannesburg, South Africa
Business Address: Spaces Atrium on 5th, 9th Floor, 5th Street, Sandton, 2196, Johannesburg, South Africa
FSC License No.: CRA007

About Us:

CARE Ratings South Africa (Pty) Limited (CareEdge South Africa) is incorporated in 2023 to provide credit ratings and related services in South
Africa. CARE SA is a wholly owned subsidiary of CARE Ratings Africa (Private) Limited (CareEdge Africa), which is a part of CareEdge Group
based in India. In October 2024, CareEdge South Africa has received its license from the Financial Sector Conduct Authority (FSCA) of South
Africa, allowing it to conduct and issue credit ratings for corporate bonds, sovereign ratings, financial institutions, structured finance, and
green and sustainability-linked bonds.

CareEdge South Africa provides Ratings of various instruments such as Bonds, Money Market Instruments, Bank Deposits, Structured Finance
and Bank Facilities. CareEdge South Africa also does Issuer Rating (Banks, Corporates, NBDTIs & Insurance companies), ESG Ratings, and
Second Party Opinion Reports.

About CareEdge Group

CARE Ratings Ltd. (CareEdge Ratings)

CareEdge Ratings, based out of India and the parent company of the CareEdge group, was incorporated in 1993 and is the one of the largest
Credit Rating Agency (CRA) of India and features amongst the top ten credit rating agencies globally. Since inception, CareEdge Ratings has
rated USD 2.5 trillion worth of debt and has undertaken over 95,000 rating assignments which includes ratings of large, mid and small
corporates as also sub sovereign and state utility companies. Please visit CareEdge website - www.careratings.com.

CARE Ratings (Africa) Private Limited

In the quest of supporting the development of capital market in African Union, CareEdge Group has set up the first rating agency of Mauritius
- CARE Ratings (Africa) Private Limited (CareEdge Africa) in 2014, which is licensed by Financial Services Commission of Mauritius and Capital
Markets Authority of Kenya. CareEdge Africa is also recognised by the Bank of Mauritius as External Credit Assessment Institution (ECAI).

CareEdge Africa’s shareholders are CARE Ratings, India (CARE Ratings), African Development Bank (AfDB), MCB Equity Fund (MEF) and SBM
(NFC) Holdings Limited (SNHL). Please visit CARE Ratings Africa website - www.careratingsafrica.com.

Disclaimer:

This report is prepared by CARE Ratings South Africa (Pty) Limited (CareEdge South Africa). CareEdge South Africa has taken utmost care to
ensure accuracy and objectivity while developing this report based on information available in public domain however, it does not guarantee
the accuracy, adequacy, or completeness of any information. CareEdge South Africa is not responsible for any errors or omissions in analysis
/ inferences / views or for results obtained from the use of information contained in this report and especially states that CareEdge South
Africa has no financial liability whatsoever to the user of this report. The users of the report should rely on their own judgment and may take
professional advice while using the information or report in any way. The use or access of the report does not create a client relationship
between CareEdge South Africa and the user.

CareEdge South Africa Disclaims Warranty Of Any Kind, Express, Implied Or Other Warranties Or Conditions, To The Extent Permitted By
Applicable Laws, Including Warranties Of Merchantability, Accuracy, Completeness, Error-Free, Non-Infringement, Non-Interruption,
Satisfactory Quality, Fitness For A Particular Purpose Or Intended Usage.

Privacy Policy of CareEdge Group applies. For Privacy Policy please refer to https://www.careratings.com/privacy policy



mailto:saurav.chatterjee@careratingsafrica.com
mailto:vidhya.sagar@careratingsafrica.com
mailto:rajani.sinha@careedge.in
mailto:mradul.mishra@careedge.in
http://www.careratings.com/
www.careratingsafrica.com
https://www.careratings.com/privacy_policy

