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Rand note: SA sees -R1.3bn in portfolio outflows in May as foreigners sell -R7.1bn 
worth of equities net of purchases, with the rand benefiting instead from the 
commodity boom and SA's higher comparative interest rates   
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•   May is showing a modest net inflow of foreign investment into SA bonds (R5.9bn), but a 
more substantial sell-off of SA’s equities (-R7.1bn), with an overall net portfolio outflow of 
-R1.3bn, with the negative impact on the rand likely counteracted by strong commodity 
exports.  

•   The rand reached R13.73/USD today and is likely to average R14.05/USD this month, 
and potentially R14.15/USD this quarter. The strongly supportive global monetary policy 
environment is also benefiting the domestic currency, as are SA’s interest rate 
differentials. 

•   The differential between the yield on the ten-year US treasury and SA’s ten-year bond has 
widened to 7.67% since close to 6.00% in 2018, making SA bonds attractive to foreign 
investors, although this spread has been narrowing this year.  

•   At the start of 2021 the spread between the US and SA ten-year yields was at 8.00%, and 
has gradually worked down to 7.67% currently, with global financial markets also in yield 
seeking (risk-on) mode.  

•   US yields have risen somewhat this year, with the ten year at 1.58% currently, up from 
0.91% at the start of this year. The slight lift in US yields has accounted for the modest 
narrowing in the spread with SA, but not to a degree significant enough to substantially 
erode the return.  

•   The rand has been sensitive to market expectations on US interest rates and yields, with 
some inter day and inter week volatility, but this has been relatively mild, with the global 
risk-taking environment a supportive backdrop for both the commodity boom and EM 
assets. 

•  US yields may see some further lift this year if inflationary concerns worry markets 
materially again, with the US not expected to keep its interest rates on hold indefinitely, 
and the strength of commodity prices and other supply side pressures causing some 
concern. 

•   While the US has seen very substantial fiscal stimulation, with the stimulus cheques US 
households have been receiving supporting economic activity, the pressure is essentially 
supply side in nature and the US is not yet seeing true demand side price pressures.  

•   Such demand side price pressures, which will develop as wages rise and unemployment 
wind down, will be key for higher US interest rates. With this not expected in the immediate 
future the rand could retain its strength this quarter. 
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•   Indeed, the recent unexpected rise in the US unemployment rate, while to only 6.1% y/y 
for April from 6.0% y/y in March, still saw the rand react, as markets had expected US 
unemployment at 5.8%. This sensitivity added to the rand’s ongoing strength.   

•   However, going forward any indication that US unemployment is being wound down fairly 
quickly, and significant US price pressures emerging from wages overall on the demand 
side, would likely be negative for the domestic currency.  

•   This increased sensitivity to key US data releases is likely going to impact movements in 
the rand for most of the rest of this year, with the US having vaccinated around half its 
population, and expected to reach 75% coverage in five months’ time, which will aid 
economic recovery. 

•   The rapid roll out of vaccines in the US has bolstered market expectations of economic 
recovery, and increased market sensitivity to potential price pressures which could 
eventually cause the Fed to look to higher rates, with concerns also for potential reductions 
in QE. 

•   The domestic currency is unlikely to be unscathed from a global financial market taper 
tantrum, and evidence of the US recovering strongly, particularly its labour market, would 
risk giving rise to such an event.  

•   From this perspective then, the rand’s run of current strength does remain at risk of 
ceasing and being wound back by US developments. Further very substantial fiscal 
stimulus measures are in the process of being approved in the US as well, which will 
bolster its growth. 

•   The rand’s substantial run in strength to date is not expected to be endless, and as the 
US shows greater signs of recovery, so market fears about the US tapering its QE 
programme will grow and this would be expected to reduce market appetite for risk taking. 
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•  Reduced market risk taking would typically negatively impact the rand, with market interest 
in bonds having differentiated this year, with Asia benefiting the most, although the rand 
is getting a particularly strong boost from its commodity exports in the current boom. 

•   High commodity prices may keep the rand from depreciating very markedly as a 
quickening US recovery is positive for global economic recovery, and so for commodity 
prices. While the rand could see some weakness from a taper tantrum it is unlikely to be 
extreme.   
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