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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 will 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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