
 

  

FOMC Note 
 

20th June 2019 

Increasingly dovish tilt of the FOMC leaves door open for US interest rate cuts, rand strengthens to R14.23/USD, 

R16.06/EUR and R18.07/GBP, as the focus turns to 31st July  FOMC meeting 

 

 

 

▪ While the Fed decided “to maintain the target range for the federal funds rate at 2-1/4 to 2-1/2 percent” as 
expected at its June 2019 FOMC meeting, the committee’s tone was decidedly more dovish than at its May 
meeting. With the statement released after SA market hours last night, the rand strengthened this morning 
to R14.23/USD, R16.06/EUR and R18.07/GBP in response. 
 

▪ Specifically, the FOMC worried that while “(t)he Committee continues to view sustained expansion of 
economic activity, strong labor market conditions, and inflation near the Committee’s symmetric 2 percent 
objective as the most likely outcomes, but uncertainties about this outlook have increased.” 
 

▪ Additionally, the word patient (seen to imply a pause in the rate hike cycle) was removed, with the FOMC 
stating instead “(i)n light of these uncertainties and muted inflation pressures, the Committee w ill closely 
monitor the implications of incoming information for the economic outlook and will act as appropriate to 
sustain the expansion, with a strong labor market and inflation near its symmetric 2 percent objective.” 
 

▪ The next FOMC meeting is on 30th to 31st July, followed by 17th to 18th September, 29th to 30th October and 
10th to 11th December this year. Markets have factored in around a 66% chance of a 25bp cut in the fed 
funds rate in July, and the implied probabilities of further cuts could rise as markets digest the Fed’s 
comments. One member of the committee voted for a cut. 
 

▪ Since the last published dot plot graph almost half of the committee members assess that an appropriate 
level for the fed funds rate to fall to this year is 1-3/4 to 2 percent from its current 2-1/4 to 2-1/2 percent, a 
50bp drop. Indeed, this significant shift was evidenced for 2020 as well, where a substantial proportion of 
FOMC members also felt the rate should be 1-3/4 to 2 percent. 

 

▪ The FOMC outcome strengthens the likelihood that the SARB will cut interest rates by 25bp in July at its 
MPC meeting on the 18th (see “Rand note: rand strengthens ahead of FOMC meeting tonight as the FOMC's 
tone is expected to become increasingly dovish, but no cut in the federal funds rate is expected yet - instead 
markets are increasingly factoring in a 25bp drop for July”, 19 th June 2019, see website below). 
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▪ The FOMC outcome strengthens the likelihood that the SARB will cut interest rates by 25bp in July at its MPC 

meeting on the 18th (see “Rand note: rand strengthens ahead of FOMC meeting tonight as the FOMC's tone is 
expected to become increasingly dovish, but no cut in the federal funds rate is expected yet - instead markets 
are increasingly factoring in a 25bp drop for July”, 19th June 2019, see website below). 
 

▪ Should the SARB not cut interest rates at its July MPC meeting, possibly due to marked rand weakness at the 
time (not expected), the likelihood of a 25bp cut in SA interest rates could still prevail at the further two MPC 
meetings this year, on 19th September and 21st November. 
 

▪ However, the SARB has made it extremely clear in its last MPC statement that there is a strong likelihood of 
lower interest rates due to the moderation in its inflation outlook, and it is likely to choose not to delay. South 
Africa’s FRA curve is factoring in a 25bp cut in the repo rate by the end of this year. 

 

Please note we have refreshed the exchange rate forecasts for the up and down cases in the scenario table below: 
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the JSE Limited.  



 

For readers of this report in United Kingdom and Europe: this report is produced by Investec Bank Plc (“IBP”) and was prepared by the analyst named 

in this report. IBP is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation 

Authority and is a member of the London Stock Exchange. This report is not intended for retail clients and may only be issued to professional clients 

and eligible counterparties, and investment professionals as described in S19 of the Financial Services and Markets Act 2000 (Financial Promotions) 

Order 2005.  

For readers of this report in Ireland: this report is produced by Investec Bank plc (Irish Branch) and was prepared by the analyst named in this report. 

Investec Bank plc (Irish Branch) is authorised by the Prudential Regulation Authority in the United Kingdom and is regulated by the Central Bank of 

Ireland for conduct of business rules.  

For readers of this report in Australia: this report is issued by Investec Australia Limited, holder of Australian Financial Services License No. 342737 

only to ‘Wholesale Clients’ as defined by S761G of the Corporations Act 2001.  

For readers of this report in Hong Kong: this report is distributed in Hong Kong by Investec Capital Asia Limited, a Securities and Futures Commission 

licensed corporation (Central Entity Number AFT069) and is intended for distribution to professional investors (as defined in the Securities and Futures 

Ordinance (Chapter 571 of the Laws of Hong Kong)) only. This report is personal to the recipient and any unauthorised use, redistribution, 

retransmission or reprinting of this report (whether by digital, mechanical or other means) is strictly prohibited.  

For readers of this report in India: this report is issued by Investec Capital Services (India) Private Limited which is registered with the Securities and 

Exchange Board of India.  

For readers of this report in Singapore: this report is produced by IBP and issued and distributed in Singapore through Investec Singapore Pte. Ltd. 

(“ISPL”), an exempt financial adviser which is regulated by the Monetary Authority of Singapore as a capital markets services licence holder. This 

material is intended only for, and may be issued and distributed in Singapore only to, accredited investors and institutional investors, as defined in 

Section 4A of the Securities and Futures Act, Cap. 289 (“SFA”). This material is not intended to be issued or distributed to any retail or other investors. 

ISPL may distribute reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under 

Regulation 32C of the Financial Advisers Regulations. Singapore recipients of this document should contact ISPL at the above address in respect of 

any matters arising from, or in connection with, this report.  

For readers of this report in Canada: this report is issued by IBP, and may only be issued to persons in Canada who are able to be categorised as a 

“permitted client” under National Instrument 31-103 Registration Requirements and Exemptions or to any other person to whom this report may be 

lawfully directed. This report may not be relied upon by any person other than the intended recipient.  

The distribution of this document in other jurisdictions may be prohibited by rules, regulations and/or laws of such jurisdiction. Any failure to comply 

with such restrictions may constitute a violation of United States securities laws or the laws of any such other jurisdiction.  

This report may have been issued to you by one entity within Investec in the fulfilment of another Investec entity’s agreement to do so. In doing so, the 

entity providing the research is in no way acting as agent of the entity with whom you have any such agreement and in no way is standing as principal 

or a party to that arrangement.  

This publication is confidential for the information of the addressee only and may not be reproduced in whole or in part, copies circulated, or disclosed 

to another party, without the prior written consent of an entity within Investec. Securities referred to in this report may not be eligible for sale in those 

jurisdictions where an entity within Investec is not authorised or permitted by local law to do so. In the event that you contact any representative of 

Investec in connection with receipt of this report, including any analyst, you should be advised that this disclaimer applies to any conversation or 

correspondence that occurs as a result, which is also engaged in by Investec and any relevant Investec Affiliate solely for the purposes of providing 

general information only. Any subsequent business you choose to transact shall be subject to the relevant terms thereof. We may monitor e-mail traffic 

data and the content of email. Calls may be monitored and recorded. Investec does not allow the redistribution of this report to non-professional 

investors or persons outside the jurisdictions referred to above and Investec cannot be held responsible in any way for third parties who effect such 

redistribution or recipients thereof. © 2019 

 

This report is not intended for use or distribution in the United States or for use by any citizen or resident of the United States. 

 


