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Rand note: risk-off returns to markets sending the rand past R16.00/USD, as 
stagflation fears increase globally 
 
  

 

 

 

  



 

   

   

 

   

   



 

   

   
 

 

  
      

•   The rand is on course to average R15.60/USD this quarter, with inflation outcomes 
surprising markets on the upside, as US CPI inflation rose to 8.6% y/y in May, showing 
the peak did not occur as markets hoped for in April, raising investors risk aversion levels. 

•   The US dollar has strengthened against the Euro, now at 1.0476 as it pulls toward the 
1.04 mark, from 1.08 at the end of May, with the spread closing between the rand against 
the USD and EUR, at R16.04/USD and R16.80/EUR respectively. 

•   A year ago the rand was trading at R13.78/USD and R16.70/EUR respectively, with the 
US dollar at 1.21 to the euro, and with the dollar having weakened to 1.22 to the euro 
already at the start of June 2021, when risk aversion levels were particularly low a year 
ago.  

•   With the US dollar, and in particular US treasury’s, seen as a store of safe haven for 
turbulent times, global financial market fears of high inflation, low growth, and particularly 
rising inflation/falling growth, have reinforced stagflation concerns. 

•   Volatile market sentiment is once again beginning to worry over the potential for a 75bp 
hike  in the US’s fed funds rate instead of a 50bp hike as the FOMC meeting on the 15th 
approaches, or if not then, then potentially on the 27th of July instead.  



•  Market sentiment is running on the latest data from the US on a daily/weekly basis. US 
PPI inflation figures are due tomorrow and while expectations are for a drop in producer 
price acceleration, to 10.8% y/y from 11.0% y/y, the risk for markets is a higher print.  

•   Retail sales figures are due in the US along with import price inflation (expected at 12.2% 
y/y for May after April’s 12.0% y/y) on Wednesday, both before the FOMC meeting that 
evening, with the retail sales data also yielding retail price inflation insight.  

•  The closely watched PCE deflator of the FOMC in its monetary policy deliberations is due 
at the end of this month, at 6.3% y/y previously and the more important core reading at 
4.9% y/y. Market worries are likely to grow towards month end of further inflation elevation. 

•  FOMC members have been convinced of the extremely robust nature of US economic 
growth, and as such the tone at this week’s FOMC meeting is likely to remain significantly 
hawkish,  
which would place further pressure on the rand this week. 
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•   The domestic currency has shrugged off the good news of last week very quickly, from 
R15.46/USD and eyeing the R15.00/USD mark, to back above R16.00/USD today and 
reaching a weak point R16.09/USD as markets continue to digest Fridays’ US inflation 
figures.  

•   Both globally and locally inflation is high, and price pressures are expected to remain 
heady over Q2.22, and now into Q3.22, negatively impacting consumers. The risk is now 
that inflation does not peak in Q2.22 and continues rising into Q3.22.  

•   The persistence of high inflationary conditions globally and locally, particularly at the 
production level, does not provide the environment for a rapid deceleration in price 
pressures. Markets are recalibrating expectations, elevating risk aversion, driving rand 
depreciation.   

• For the rand, domestic good news is quickly discounted, as the focus remains on the 
international environment. The lower inflation rate in SA than many of its key trading 
partners is providing some support to the rand, although it is mainly being buffeted by risk 
aversion.  



•   A 50bp hike for SA next month has been building for 21st July, but this rate hike will not 
match the US for long. The MPC also sounding hawkish, particularly against inflationary 
pressures embedding into the environment via higher salary and wage increases.  

•   A further 50bp hike from the US on 27th July will erode the differential between SA and US 
interest rates established by SA’s expected 50bp hike on 21st July, and the rand will be 
subject to further depreciation pressures as a result.  

•   Indeed, the Fed’s 50bp hike this week Thursday (markets see only a 13% chance of a 
75bp hike) will already substantially erode the differential between SA and US interest 
rates for over a month, and the rand will be under pressure to depreciate from this source 
from Friday.   

•  Much lower than expected inflation prints in key economies, particularly in the US could 
reverse this trend, but this is not expected in the near term, and indeed June’s inflation 
figures will once again see strong upward price pressure from energy costs, particularly 
oil. 

• Given the lower average in oil prices in May than in June to date means if oil prices remain 
unchanged for the rest of this month, they will be around US$10/bbl higher for June than 
in May, exerting considerable upwards price pressure on global and local inflation. 

    
 



 

  
   
  



 

  
 

  

 

 

  
 

   

   
  



 

  
   

  
 

 


