
 

  

  

Rand note: still extremely weak around R18.30/USD, and now 
weakening against the crosses 
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•    The rand remains around R18.30/USD, still seeking a directional driver as a risk 

averse environment persists in global financial markets, and  so for EM markets and 

currencies. Monetary policy globally is also seen to likely have some divergence. 

•  While the financial markets have taken the latest Fed interest rate decision meeting 

as reaching the terminal (highest range for the fed funds) rate in the current US 

interest rate hike cycle, the FOMC statement was not definitely clear on this.  

•  The ECB, however, has clearly said that its recent hike is not the last in the current 

cycle, with ECB President Christine Lagarde stating “(w)e have more ground to 

cover and we are not pausing, that is extremely clear”. 

•  The benchmark deposit rate of the ECB is now at 3.25%, lagging the rapid pace of 

hikes in the US, with the focus firmly on subduing inflation still, and that this month’s 

hike would not be the last this year, despite monetary policy in “restrictive territory”. 

•  In South Africa, a 25bp hike is fully factored in for the repo rate, and indeed the FRAs 

are pricing in a 33bp lift at SA’s meeting on 25th, still leaving some space for a repeat 

of the last MPC move when the SARB lifted its Bank rate by 50bp.   



•  The US has hiked by a huge 500bp to date in its current cycle, and South Africa by 

only 425bp, causing the differential between SA and US interest rates to drop 

substantially during a risk averse period, which has weakened the rand.   

•  In a risk off environment, SA should offer a higher risk premium return on the rand, 

not a lower one, in order to keep the rand stable, but the erosion of the differential 

between SA and US rates has lowered the risk premium instead.   

•  Consequently, it is no surprise that the rand has weakened substantially over the 

past twelve months of risk-off in global financial markets, from R14.50/USD to 

R18.50/USD, as the US dollar has strengthened and the rand weakened. 

•  The rand has also reached R20.43/EUR and R23.31/GBP, from 15.65/EUR and 

R18.77/GBP mid-April 2022, with this broad based rand weakness most likely to add 

to inflationary pressures in South Africa as the pass through effect has escalated.  
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•    The US dollar generally weakened since September, as markets increasingly 

factored in the approach of the terminal US rate, while the rand has continued 

weakening, depreciating against key currencies such as the EUR and GBP. 

•  The rand has weakened on a trade weighted basis, which has added to inflationary 

pressures, with both lagged and fairly direct effects, with SA’s targeted measure of 

inflation at 7.1% y/y well removed from the targeting midpoint of 4.5% y/y. 

•  A 50bp hike in the repo rate this month would strengthen the domestic currency, 

particularly as the market has not fully factored it in, restoring some erosion in 

the  differential but not the full 75bp that is lacking currently.  

•  Indeed, with the US deemed to have ended its rate hike cycle, and the ECB expected 

to end theirs this year, the SARB may wish to front load a rate hike this month, 

delivering a 50bp hike instead of 25bp.  

•  After the recent interest rate decision of the ECB, its President Christine Lagarde, 

noted that some members if its monetary policy setting committee had wanted a 

bigger hike then 25bp (50bp). 



•  For SA, the SARB should not miss this opportunity to restore some of the risk 

premium for the rand by hiking by 50bp instead of 25bp this month, with financial 

markets pulling in their expectation recently of the size of the domestic hike. 

•  That is, markets had factored in a 40bp hike a week ago and this has now fallen 

closer to 30bp, which means that delivering a 50bp hike at SA’s MPC meeting on 

25th May would likely move the rand stronger.  

•  The US-mini banking crisis occurred shortly after the last 50bp hike in SA interest 

rates, causing the domestic currency to strengthen by less than it would have if 

global financial markets had not turned substantially more risk-off at the time.  

•  The rand risks becoming entrenched at the current very weak levels, negatively 

affecting inflation and sentiment, and depreciation has not boosted the terms of trade 

either this year as falling electricity supply and freight capacity weakens exports.  
 

  



  

  



 

  

  

  
 

 


