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Rand note: expected weak domestic economic growth and insufficiently high 
interest rates versus the US investors sees little to recommend the rand 
 
  

 

 

 

  



 

   

   

 

   

   



 

   

   

 

 

  
      

•   The rand is at 17.03/USD (from R16.97/USD on Friday), with USD strength bringing it 
close to the R17.17/EUR rate, as the euro is essentially at parity with the US dollar. The 
rand is also being afflicted by negative sentiment on both international and domestic 
events. 

•   Foreigners remain net sellers of SA government bonds this quarter so far (Bloomberg JSE 
settled data for foreigner purchase, sales of SA bonds) at -R0.1bn, although on two days 
alone last week -R4.3bn was sold, versus -R3.6bn over the whole of Q2.22. 

•   The second, and particularly third, quarters of the year are usually weak periods for the 
rand, as trade thins in risk assets, including EM currencies and portfolio assets as the 
July/August months of peak northern hemisphere summer see senior (risk-taking) traders 
on vacation. 

•   Market worries over high inflation are being increasingly replaced by fears of excessive 
interest rate hikes that drive economies into recession, and risk sentiment in global 
financial markets is fragile and significantly risk averse.   

•   Indeed, Friday’s publication of the higher than expected US payroll figures and low 
unemployment rate, static at 3.6%, have spiked market worries for continued severe US 
rate hikes over H2.22, a further 175bp lift according to the FOMC member predictions.   

•  The markets are expecting a 185bp lift and so are fairly aligned to the FOMC 
communication, but market players worry that the anticipated rate hikes, which will take 
the fed funds rate well above its neutral level and so will dampen economic growth, will 
prove overly negative. 



•  Domestically, severe load shedding has also worried markets over SA’s growth prospects, 
which in turn risk negatively impacting state finances via revenue generation. Foreigners 
sold-off -R3.6bn of SA equites (net of purchases) in the last two days alone (Iress).  .  

•  Load shedding continues in SA, with the business day impacted by the harsh stage 4 
electricity outages, while the extreme pressure unions brought to bear on the state owned 
electricity utility (Eskom) is seen as negative from a political as well as economic 
perspective. 

•  The run-up to the 2024 ANC elective conference has seen the political noise rise in SA 
generally, with any possible negative attempts made to smear the current president by the 
state capture (often known as the RET) faction of the ANC, and this is also investor 
negative. 
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•   Additionally, it is the anniversary month of the July insurrection of last year which caused 
a marked contraction in GDP in Q3.21, and markets are worried about another contraction 
in Q3.22 from the ESKOM workers strike, which weakens SA’s investor attractiveness.  

•   Despite the negative growth effects from the Eskom strike, SA’s Reserve Bank is expected 
to continue hiking interest rates over Q3.22, and indeed investors globally have been seen 
recently favoring very low interest rate economies in the face of global recession worries. 

•   That is, low interest rates are expected to stimulate economic growth, and high interest 
rates quell it, and in combination with the Eskom strike, flood damage in KZN in Q2.22 
and weak structural reform, investors have drawn back from SA’s portfolio assets.  

• This is also because the interest rate hikes expected in SA are not seen to likely keep up 
or exceed the US interest rate hikes this year, while economic growth is flagging, 
exacerbated by the reasons above, placing SA in neither a good growth nor high interest 
rate category. 

•   Markets still worry over SA’s hugely weakened government finances over the past three 
years, and despite recent small improvements, the risk of further deterioration is still see 
as a risk high. S&P recently clarified its positive country outlook in the face of weak growth. 

•   S&P is reported to have said "(w)e need to just clarify what a positive outlook means in 
our world,"  with a positive outlook from S&P on a below-investment grade country 
indicating only a third of a chance of a credit rating upgrade over twelve months. 

•   S&P added, "(w)e are also monitoring load shedding, the infrastructure bottlenecks (seen 
as significantly self-inflicted), and the political developments, for what it may mean for the 
macroeconomic outlook". 

•  S&P adds that the short-term 7% wage settlement with Eskom workers is “sub-optimal” 
as it “is higher than … budgeted for, it is above the official inflation rate, … is obviously 
precedent-setting to an extent, … opens … the risk … (for) the same situation this time 
next year.” 

• “There is a structural problem here because the wage-setting mechanism in general in 
South Africa is not a typical emerging-market mechanism”. “It’s more … (like) in France 
with very strong, powerful unions.”  there are “implications for the government’s fiscal 
position”. 



    
 

 

   
 

 
 

  

 

 

  



 

   

   
 

   

  
 

  
 

 

 


