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Rand note: the rand has been targeting R13.40/USD, with the substantial strength 
driven by the combined favourable global market sentiment and SA's strong trade 
performance, but longer term risks persist for volatility    
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•   The rand has reached a low of R13.40/USD this year, last at such a level in early 2019, 
as the domestic currency has reversed its losses over the past two years on the strength 
of the trade account, as South Africa’s exports continue to benefit from the commodity 
price boom. 

•   With SA unused to such strength in the domestic currency, after two decades averaging 
a trade deficit of close to -R0.1bn, the average trade surplus for 2020 and 2021 to date is 
R26.5bn, while for the first four months of 2021 on their own is R36.9bn.  

•   South Africa’s terms of trade (or the ratio of exports to imports) is strongly positive, as 
exports continue to see their prices increase substantially more than imports, boosted by 
the strong prices for SA’s commodity exports, while the rand’s strength dulls oil import 
costs. 

•   The rand also continues to benefit from global growth expectations, which continue to 
underpin positive sentiment and the risk-on environment, as do supportive global 
monetary and fiscal policies. The rand continues to see a very supportive environment 
overall. 

•   However, the rand retains increased sensitivity to key US data releases, and we continue 
to believe that it will not be unscathed from a financial market taper tantrum. Evidence that 
the US is recovering strongly, particularly its labour market, will likely reduce rand strength. 

•   Friday’s lower than expected US nonfarm payrolls figures (559 000 versus expectations 
of 650 000) consequently saw the rand briefly strengthen to R13.40/USD, before being 
rebuffed from this resistance level, but is now currently back around  R13.48/USD. 
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•  So far, Q2.21 averages R14.18/USD, with our current forecast R14.15/USD. While the 
rand may prove to average closer to R14.00/USD this quarter, there remains a strong risk 
for marked weakness on a switch in market expectations on US QE and interest rates. 

•   That is, expectations that the US would reduce (taper) its bond buying programme, 
reducing the creation of US dollars and so this liquidity’s search for high yielding 
investments, would reduce the attraction of the rand, which remains at risk of volatility 
from such a taper tantrum.  

•   This year continues to see a consequent differentiation in EM portfolio inflows. The Fed is 
likely to keep looking through higher inflation data focussing on employment instead, 
which could see a strong quarter end for the rand, with Q3.21 potentially more at risk of 
depreciation. 
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•   As part of the ongoing global effort to clamp down on profit shifting and base erosion, the 
G7 recently agreed a global minimum flat 15% corporate tax rate, with the majority of G20 
countries likely to comply and with multinational companies in particular focus.  

•   Imposition of the flat global corporate tax would remove the competitive edges a number 
of countries have sought to obtain, like Ireland, in offering low corporate taxes as 
incentives to attract foreign investment and so spur economic growth. 
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•   Countries not complying may risk backlisting, including sanctions and reputational 
damage, as well as heightened reporting. Multinationals tend to operate in G7 countries 
and so noncompliance could even see punitive measures on their operations in G7s.   

• Government finances have been hurt by COVID-19 and countries are looking to boost 
their fiscal revenues. However, South Africa’s corporate tax rates are already relatively 
high and so relatively uncompetitive, while SA is a very small market. 

•   The weak fundamentals of the SA economy include deteriorated fiscal health, credit rating 
downgrade risks, low economic growth, restrictive regulations and onerous red tape, 
increased threats to property rights, populist and increasingly protectionist policies.  

•   The ramp up in protectionist policies threatens higher inflation from the supply side, with 
the vast majority of SA’s inflationary pressures already coming from these supply side 
pressures (mainly state administered costs), quelling consumer demand for goods and 
services.  

•   The rand’s strong run since R19.35/USD essentially a year ago, to R13.41/USD this 
month is not expected to be replicated, and so breach R10.00/USD, or even R11.00/USD, 
as the domestic currency is at strong risk of weakness as the US tapers QE. 

•  While commodity prices, priced against the US dollar, have seen more strength than the 
rand against the US dollar this year (both aided by US dollar weakness), this has caused 
a double whammy appreciation effect on the rand which is also benefiting from large trade 
surpluses. 

•   The US dollar is likely to see some strength from current levels as the Fed eventually 
announces QE tapering, and this will weaken the rand against this cross. The Fed cannot 
be expected to extend QE endlessly, and so the rand’s potential for ongoing strength is 
limited. 

    
 

 



 

SA Economics 
 

   
 

 
 

  

 

 

  



 

SA Economics 
 

 

   

   
 

   

  
 

 


