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Rand note: the rand settled above R14.00/USD after last week's FOMC dot plot 
elevation from 2023, reducing the heady risk-on which had been permeating markets, 
and causing the rand to consolidate  
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•   The rand weakened to R14.38/USD after last week’s FOMC meeting, negatively affected 
by the increased hawkish nature of US FOMC members’ interest rate forecasts as well as 
the ongoing high rate of new COVID-19 infections in SA’s key economic province, 
Gauteng. 

•   Despite some placatory comments from Fed Chair Powell that the elevation in individual 
FOMC members’ interest rate forecasts (the dot plot chart) in 2023 should not be taken 
as a given for the future rate hike trajectory, the dot plot update nevertheless reduced risk 
on. 

•   The majority of EM currencies are weaker on the year, with the ZAR still leading the 
emerging market (EM) Bloomberg currency ranker, but this is mainly due to its extremely 
weak base of a year ago when it was the worst performer out of this EM currency basket.  

•   The platinum price is up 27.1% y/y currently, seeing less annual strength than in June 
before last week Thursday’s FOMC meeting when the platinum price ran consistently 
above 40% y/y,  although still lending the rand some support, which is up 20.9% y/y.   

•   Markets continue to re-evaluate risk, and foreigners have sold off -R4.5bn in SA bonds 
since the FOMC meeting and -R5.5bn in equities, both net of purchases with South 
Africa’s Reserve Bank (SARB) warning on the potential for rand weakness to feed through 
into inflation. 

•   The SARB governor is also reported to have noted that “(t)he economy is less vulnerable 
than it was last year –- we have got a current-account surplus and the budget balance has 
recovered faster than we had actually expected”.  
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•  And further that, SA will be “going into normalisation from a very solid basis”. “That should 
help the Treasury stabilise debt”, with the SARB likely to hike interest rates if there is 
evidence of second round effects from rand weakness in inflation.   

•   While the SARB is sounding a less dovish tone, and this is likely to help the rand retain 
some support, SA’s Reserve Bank is also likely to not hesitate to hike interest rates as 
global monetary policy becomes less accommodative, and rate hikes increase in other 
EMs.  

•   While we currently don’t expect any interest rate hikes in South Africa this year, 2022 
could well see the SARB begin hiking, given its past hawkish bent, even before the US 
does, which is currently seen likely to be only in 2023. 
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•   We continue to expect a hawkish bent in monetary policy in SA, and believe the MPC will 
hike interest rates as early as in the first quarter of 2022, given upwards pressures in 
global inflation which feeds into the domestic inflationary environment, along with rand 
weakness. 
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•   The rand is likely to see some further weakness this year from current levels, moving 
towards R14.45/USD in Q3.21, but not see substantial enough weakness to cause any 
marked feed through into inflation and so precipitate a repo rate hike this year (expected 
case).  

•   Next year however, the rand is likely to weaken towards R15.00/USD by Q3.22 and this 
is probably going to be sufficient, along with upwards global inflation pressures to push 
the CPI inflation rate up enough for the SARB to hike.  

• The SARB may not hike in Q1.22, and may choose to hike a little later in 2022. 
Employment levels are likely to still not have recovered by Q1.22 from the harsh 
lockdowns of 2020, but the SARB could also hike earlier if it chooses, and will likely ignore 
employment concerns. 

•   Indeed, there could well be a flurry of EM interest rate hikes in H2.21, as emerging market 
central banks attempt to entice foreign flows and guard against rising inflation pressures 
and this could also spur the SARB to make an early decision to hike in Q4.21. 

•   However, markets likely overreacted somewhat to the FOMC members dot plot elevation 
last week, and it is quite possible the rand, and other EM currencies see some further 
strength in Q3.21, as the US certainly is not about to hike interest rates, or taper QE, yet. 

•   Indeed, EM portfolio assets still offer good returns, and as such will likely remain attractive 
over Q3.21, while EM currencies could gain further as foreign flows continue to 
discriminate between EM portfolio assets but also regain yield seeking behaviour. 

•  Nevertheless, the conversation has now begun in earnest on reducing monetary 
accommodation globally, and Central Banks around the world are likely to be primed to 
bring this into their interest rates discussions to increase warning ahead of rate hikes. 

•   In SA, COVID-19 retains a strong grip on Gauteng, as its seven-day rolling average shows 
a third wave exceeding the peaks of the provinces first and second waves, with no end in 
sight yet, also proving a negative for the domestic currency currently. 
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