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effect of exchange rate on domestic prices is much lowerthan thateffect on import
pricesin South Africa because it is mainly transferred through the producer
price channel rather than the import price channel. For the policy makers in
South Africa it is effective to control domestic inflation by improving the credi-
bility of inflation targeting in order to control the exchange rate shocks on domes—
tic price  and reducing the production cost by labor reform and other measures.
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