
 

  

  

Rand note: in the doldrums on still elevated risk aversion in global 
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•    The past week saw one of the Fed’s preferred measure of inflation, the core PCE 

deflator drop to 4.2% y/y, from 5.0% y/y in April, although slightly higher than the 

4.1% y/y expected. This week the FOMC meeting is still expected to see a 25bp 

hike.  

•  The rand largely stagnated around the R18.30/USD mark last week, particularly 

towards the end of the week, in the build up to the US interest rate decision, with the 

FOMC statement in key focus as markets await communication on the terminal 

rate.   

•  The Fed is expected to signal at Wednesday’s meeting that it has neared the end of 

its interest rate hike cycle, or at least will pause for a significant amount of time to 

allow the lagged effects of interest rate hikes to come through in the economic data. 

•  With around a two to three quarter lag between interest rate hikes and the impact 

on the economy, the rapid US rate hike cycle over last year, and this, has not fully 

reflected in the economic readings on activity, with a US recession still feared.  



•  The Fed is widely expected to raise its funds rate by 25bp tomorrow evening (SA 

time), with the implied futures seeing a 95% probability, but the following FOMC 

meeting is not expected to see a hike, on 14th June this year. 

•  That is, there is less than a 30% chance factored in by the implied Fed funds futures 

for a further 25bp hike in US interest rates this quarter, and in H2.23 no interest rate 

hikes at all are anticipated by the markets, nor in January 2024. 

•  From July this year already (with  the FOMC meeting on the 26th) markets think cuts 

in US interest rates would be more likely than hikes, while by November (with the 

FOMC meeting on the 1st), a 25bp cut is fully factored in by the markets. 

•  December sees a further 25bp cut in the Fed funds rate built into the implied Fed 

funds futures, while a further one is fully factored in for the January 2024 FOMC 

meeting on the 31st. 

•  For South Africa, the FRAs have factored in about a 40bp hike in SA’s interest rates 

for its next MPC meeting, on 25th May, closer to a 50bp than a 25bp hike, which 

would boost the rand if it occured, likely causing it to strengthen below R18.00/USD.
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•    With SA’s higher than expected inflation outcomes over most of Q1.23, as the 

targeted measure, CPI inflation reversed direction and began rising, the SARB is 

widely expected to hike later this month, and a 50bp move would not be amiss. 

•  Currently, SA has hiked its interest rates by 4.25% in its current rate hike cycle, 

exceeded by the Fed’s 4.75% lift, which means that the differential between US and 

SA interest rates has been eroded by 50bp, leading to substantial rand weakness.  

•  Rand weakness in turn has fed through notably into CPI inflation, with the domestic 

currency around -18.0% weaker y/y over the respective periods in February and 

March which impact the CPI, aiding the rise in food price inflation.  

•  South Africa is a price taker, either through import, or export parity pricing, of 

international agricultural food prices, which are US dollar based, and so rand 

weakness against the US dollar has a significant effect.  



•  The SARB has noted that the pass through of the rand has increased under the 

severe, sustained depreciation experienced over the last twelve months, aiding in 

the sticky nature of inflation outcomes. 

•  Sustained, high inflation leads to second round inflation effects developing as well, 

which are particularly evident in SA’s core CPI inflation measures, with the headline 

core rate rising to 5.2% y/y this year, well removed from 4.5% y/y. 

•  While SA targets CPI inflation and not core, CPI inflation is very high, at 7.1% in the 

last reading, well removed from the SARB’s aim of seeing it average 4.5% y/y each 

year. High inflation has also pushed out the period it will likely regain the midpoint.  

•  That is, the upturn in CPI inflation in Q1.23, from 6.9% y/y in January, to 7.1% y/y 

by March, and the higher cost pressures driving it, has extended the point at which 

CPI inflation drops to, or below 4.5% y/y to October 2024.  

•  A 50bp hike from the SARB this month will be helpful both for bringing down inflation 

expectations, and aiding in inflation targeting, not least due to rand appreciation, with 

the domestic currency at R14.50/USD in April last year. 
 

  



  

  



 

  

  

  
 

 


