Monday 14 March 2022

Rand note: the rand is still supported by higher valued commodity exports and SA
rate hike expectations ahead of the first US interest rate hike this week in the current
cycle

•

The rand has strengthened both against the euro and the pound, at R16.38/EUR and
R19.60/GBP respectively, from R17.12/EUR and R20.52/GBP before the Russian/Ukraine
war, and at a similar rate to the dollar, of around R15.12/USD.

•

Heavy commodity exporters have been in favour, but SA bond yields have also elevated
as well, about 50bp higher than before the conflict in Eastern Europe and the jump up in
commodity prices - 20% higher y/y in March, but easing on the week.

•

Substantial interest rate hikes continue to be anticipated by SA’s markets, also providing
rand support, with inflation high globally and elevated locally, and the recent rapid
acceleration in commodity prices having pushed up inflation expectations.

•

With Russia’s invasion of the Ukraine from 24th February nearing the third week, markets
are now seeing building concerns of stagflation (high inflation, lower growth) and heavy
commodity exporters are being favorably viewed – geographically far removed from the
war.

•

Foreigners have bought R15.5bn worth of SA bonds, net of sales, since the 24 th February
(Iress JSE data), with the same data source showing net foreign sales of SA bonds of R44.7bn, although bond settlement data from the JSE reduces this to -R10.5bn
(Bloomberg).

•

The -R10.5bn outflow is settled bond data, and so is regarded by the JSE as the indication
of capital flows, whereas the daily data on bond trading refers to reported transactions
(viewed as a liquidity indicator), but includes unsettled trades as well as rollovers, inflating
the data.

•

For metals and minerals prices, the March reading is so far up 40% y/y (Economist
commodity price index), on an already elevated period, driven substantially higher by
aluminum, coal, iron ore and particularly nickel, while precious metals are also benefitting.

•

So too, maize (corn) prices are substantially up on the year, by 26% y/y, a key export for
SA, while SA sees substantial sunflower seed imports from Botswana, and soybean
imports from Zambia, with about half this amount again from Malawi and Zimbabwe
(SAGIS data).

•

The rand is averaging close to R15.35/USD this quarter, attempting the R15.00/USD key
resistance level a few times in the past two and a half weeks, driven by improved market
sentiment to SA as risk aversion has differentiated across EMs.
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•

With SA’s MPC meeting on 24th of this month, and the Fed’s on the 16th, this week’s US
monetary policy communication will be important for market confidence, as support for a
gentle upwards trajectory in the feds fund target rate would provide market support.

•

Indeed, clear communication from the FOMC on its readiness to provide support on
noticeable growth weakening effects from the Russian/Ukraine war, as well as a balanced
approach to containing extremely high inflation, would be market positive.

•

US CPI inflation printed 7.9% y/y last week, and a heady 6.4% y/y excluding high food and
energy prices, while US PPI inflation is expected at 10% y/y on Wednesday, spiking higher
from January’s 9.7% y/y. The inflationary environment is at a forty year high.

•

The early 1980s was the last time inflation was at the current rates in the US for the
headline price of living. However, oil prices have subsided, with WTI at US$104/bbl and
Brent at US$108/bbl from highs last week, which will cool inflation expectations somewhat.

•

The WTI reached US$124/bbl and Brent US$128/bbl last week, but global growth
concerns have escalated, and the lockdown of China’s Shenzhen city until Sunday as
COVID-19 cases climb has taken some of the impetus out of the oil price.

•

Markets have also cheered somewhat on renewed hopes of diplomatic talks between
Russia and the Ukraine on ending the war, with the talks to take place today but heavy
bombing of the Ukraine continues, with no ceasefire in sight yet. However, hopes are
building again.

•

Last year, the rand weakened from R14.69/USD at its start, to R16.17/USD by 31 st
December, with a current account (CA) surplus of 3.7% of GDP. The CA surplus dropped
from 4.5% of GDP in Q1.21 to 1.9% of GDP in Q4.21 as the commodity boom slowed.

•

The current account surplus is likely to have expanded in Q1.22 (the data is not yet
available for Q1.22’s CA surplus), pulling the rand stronger, with the recent March
Bloomberg consensus expecting a CA of only 0.4% of GDP this year, which would limit
rand strength.

•

February’s trade data is not out, but January saw a strong narrowing of the trade surplus,
to R3.6bn from R29.0bn in December, while February will see a marked expansion.
Commodity prices have cooled recently and positive news on the war would further aid
this.

