Monday 22 March 2022

Rand note: very hawkish comments from the Fed buoy market expectations for further
rate hikes (including in SA), strengthening the rand along with portfolio inflows

•

The rand has appreciated over the past few days, buoyed by the strength of the FOMC
reading on the US economy, although the rand’s gains have been limited by the ongoing
conflict in Eastern Europe which is now seen as likely to prove fairly lengthy.

•

Currencies have differentiated on the basis of the expected growth impacts from the
Russian/Ukraine war, with the Euro -2.93% weaker since the start of the year, and the

Swedish Krona, British pound, Danish Krone down -4.1%, -2.60% and -2.96% in the
period.
•

In contrast, commodity exporters have seen currency gains, with the Norwegian Krone
and Australian, New Zealand and Canadian dollars stronger by 0.86%, 1.12%, 1.28% and
2.71% respectively since the start of this year.

•

The rand in comparison is 6.13% stronger since the start of this year, benefiting also from
the higher interest rate expectations for 2022, with South Africa’s Forward Rate Agreement
(FRA) curve continuing to price in a 2.00% increase by the end of 2022.

•

South Africa’s bond yields are around 50bp higher than before the start of the war in
Eastern Europe of nearly a month ago, which has benefited portfolio inflows. Foreigners
bought R2.9bn worth of SA bonds in the last two days, pushing the rand towards
R14.80/USD.

•

The purchases are net of sales and are recorded as Iress JSE data, with the same data
source recording net purchases of -R19.6bn for equities since the Russian/Ukraine war
started on 24th February (but overall -R47.6bn net sales of bonds in the same period).

•

The bond settlement data on Bloomberg from the JSE reduces this to -R10.3bn, regarded
by the JSE as an indication of capital flows, whereas the daily data on bond trading refers
to reported transactions, but includes unsettled trades as well as rollovers, inflating the
data.

•

The rand is currently averaging R15.29/USD this quarter, often below R14.90/USD in the
last few days, continuing to be driven by improved market sentiment to SA as risk aversion
remains differentiated across emerging market currencies.

•

The talks between Russia and the Ukraine have failed to reach a permanent ceasefire and
countries with geographical proximity to the conflict have seen their currencies negatively
impacted, while high uncertainty persists on eth outcome of the war.
Please scroll down to the second section below

•

The US dollar index has reached 98.9, near a twenty-one month high, as the United States
Federal Reserve Bank (Fed) continues to show strong support on containing inflation and
foresees robust US economic performance.

•

Fed Chairman, Jerome Powell, yesterday said "(i)f we conclude that it is appropriate to
move more aggressively by raising the federal funds rate by more than 25 basis points at
a meeting or meetings, we will do so”, strengthening the US dollar.

•

The US dollar has also been gaining from safe have status, along with positive incoming
data on the US economy, and firming US treasuries’ yields which have benefitted in
particular from the hawkish Fed comments, with rising yields attracting further safe haven,
and other, flows.

•

In fact, Chair Powell highlighted yesterday that “(t)here is an obvious need to move
expeditiously to return the stance of monetary policy to a more neutral level, and then to
move to more restrictive levels if that is what is required to restore price stability.”

•

“By many measures, the labor market is extremely tight, significantly tighter than the very
strong job market just before the pandemic. The unemployment rate has fallen to 3.8
percent, near historical lows, and has reached this level much faster than anticipated”.

•

“Russia's invasion of Ukraine may have significant effects on the world economy and the
U.S. economy. There is no recent experience with significant market disruption across
such a broad range of commodities.”

•

“In addition to the direct effects from higher global oil and commodity prices, the invasion
and related events are likely to restrain economic activity abroad and further disrupt supply
chains, which would create spillovers to the U.S. economy”.

•

“We might look to the historical experience with oil price shocks in the 1970s—not a happy
story. Fortunately, the United States is now … the world's largest producer of oil, and our
economy is significantly less oil intensive than in the 1970s.”

•

However, oil remains SA’s largest import as SA has failed to utilise its reserves discovered
off its coast. The Brent crude oil price is back at US$110/bbl. Markets are now pricing in
more than a 25bp hike (a 40bp hike or and 80% chance of 50bp) at SA’s MPC meeting on
24th.

