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Rand note: the rand hangs onto some of its gains after its very rapid strength following 
last week’s FOMC meeting, although the prospect of a rate hike and SA’s slow 
vaccine rollout are denting market confidence in SA’s economic recovery  

  
 

 

 

  
 

   

   



 

SA Economics 
 

 

   

   
 

   

   



 

SA Economics 
 

 

 

  
      

•   With South Africa’s MPC due to meet this week, worries are growing that it could look to 
begin hiking interest rates, even though the economy is still exceptionally weak. However, 
we don’t believe the SARB will necessarily lift the repo rate already this month. 

•   Higher oil prices have added to upwards price pressure this year so far, with another hike 
in the petrol price due in April of likely over R1/litre. As a consequence, CPI inflation is 
likely to reach 5.0% y/y by May and could remain around 5.0% y/y for the rest of this year.  

•   Real interest rates would consequently become negative absent hikes in the repo rate, 
while a number of other emerging market (EM) economies have begun to increase their 
rates - SA risks seeing less competitive interest rates for interest rate investors if it does 
not hike too. 

•   This could cause some weakness in the rand if the SARB does not hike as other EMs do, 
and indeed marked weakness in the domestic currency would in turn add to higher inflation 
pressures as rand weakness has a direct and fairly immediate impact on the petrol price.  

•   However, the economy is exceptionally weak, and has not recovered either the jobs or the 
production that was lost in the harsh lockdowns of last year, with only small gains having 
been made subsequently.  

•   Furthermore, South Africa’s vaccine rollout remains very slow, with only 182 983 vaccines 
administered to date in a population of 60 000 000 since February. If the vaccine rollout 
proceeds at this pace (not expected) the economic growth outlook will be at risk. 
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•  That is, the probability of the expected case, currently 48% could be lowered towards 
45%, and the probability of the up case moved to 1%, if SA does not move out of phase 
one, and into phase two of its vaccine rollout strategy in early Q2.21.  

•   A further concern is the very weak nature of the electricity grid, with load shedding having 
a negative impact on economic activity, and Q1.21’s GDP outcome will likely be negatively 
impacted by this, with risks into Q2.21. 

•   The rand is still benefitting from the lift in risk-on market sentiment after last week’s FOMC 
meeting which fuelled optimism of US, and so global economic recovery. However, May 
traditionally is the start of a risk-off period in financial markets and so also for the rand. 
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•   The domestic currency will remain erratic, swinging rapidly both stronger and weaker, as 
global market events continue to impact its direction. However, higher interest rates in EM 
economies while the SARB sits pat would underlay weakness in the rand.  

•   While there have been recent announcements of planned improvements in South Africa’s 
electricity regulations in order to allow substantial private sector participation in supplying 
to the grid, these will not have an immediate impact on supply and so H1.21 economic 
growth.   

•   The lengthy nature of these projects mean they will not solve the electricity demand supply 
gap in SA by H2.21 either. Consequently, the economic outlook for 2021 is at risk, and 
despite the recent base effects from Q4.20 GDP, we are keeping our forecast around 
3.0% y/y.  

•   Yesterday the President wrote a number of “companies …successfully bid to supply 2,000 
megawatts of emergency power to address the gap in capacity”. “The power will be 
produced from a range of sources including solar, wind, liquified natural gas and battery 
storage.”  

•   “These projects will involve an investment of around R45 billion by the private sector. 
Around half of all the materials used in the construction will be locally sourced. The 
projects should be providing power to the nation by August next year.” 

•   He also referred to the fact that “last week, government released a request for proposals 
for the procurement of a further 2,600 megawatts of renewable energy … the fifth ‘bid 
window’ in the country’s … programme to buy renewable energy from independent power 
producers." 
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•   He added that “(o)ver the course of the next year, government plans to release four more 
requests for proposals for new power generation projects, in renewable energy, gas, coal 
and battery storage respectively … expected to provide over 7,000 megawatts of 
electricity.” 

•   These plans are extremely positive, and stem from the 2019IRP, but they should have 
already begun being implemented in 2019, and over 2020. The extremely slow pace to 
bring in these reforms has needlessly weakened SA’s economic growth instead from this 
perspective.  

•   SA entered a structural recession in H2.19 which continued into Q1.20. The strangulation 
of the economy in Q2.20 by the lockdown regulations saw economic growth weak enough 
to be satisfied by the low electricity supply, but now low supply is hamstringing economic 
recovery. 
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