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Rand note: the rand is still on track to average R15.60/USD in Q2.22, but H2.22 is at 
risk from the deteriorating global environment 
 
  

 

 

 

  



 

   

   

 

   

   

 

   

   



 

 

  
      

•   With US CPI inflation surprising markets on the upside recently, Thursday’s 75bp hike 
was built into expectations for the Fed’s fund rate, and the rand saw little sustained 
reaction, still around R16.00/USD, and on track to average R15.60/USD this quarter. 

•   The US interest rate move reinforces the likelihood of a 50bp, instead of a 25bp, hike by 
the SARB in July, although SA’s FRA curve is now factoring in a larger hike (so far 66bp 
have been built in as the markets start to lean towards 75bp at SA’s next MPC). 

•   Currently, we continue to expect a 50bp lift in SA’s repo rate from the MPC in July, with 
the SARB likely to follow the direction, but not necessarily the exact moves of the FOMC, 
which has hiked in consecutive 25bp, 50bp and 75bp tranches so far this year.  

•   The FOMC warns that “the current picture is plain to see: The labor market is extremely 
tight, and inflation is much too high”, “(i)t is essential that we bring inflation down if we are 
to have a sustained period of strong labor market conditions that benefit all.” 

•   The Fed noted that in May “there was a broad sense … that a … (50bp) change should 
be considered at … (June’s) meeting … (but) inflation has again surprised to the upside, 
… inflation expectations have risen, and projections for inflation this year have been 
revised up”. 

•  Then Fed funds implied rate for the July FOMC meeting is now just above 70bp in the 
financial markets, with the very hawkish commentary from the Fed aligned towards further 
large rate hikes, with the dot plot showing another 175bp in US rate hikes in H2.22.   

•  Failure for US inflation to turn the corner and begin sustainably subsiding would further 
add to pressure on US interest rates, driving further financial market risk-off, with a mild 
US recession over the turn of this year only currently seen as a risk. 

•  The FOMC worries that a wage-price spiral is developing, stating “(t)he labor market has 
remained extremely tight, with the unemployment rate near a 50- year low, job vacancies 
at historical highs, and wage growth elevated”, while lowering its GDP projections. 

•  The Fed is expected to continue to move aggressively this year to stamp out high inflation, 
and will not be adverse to causing weakness in the labour market, and in the US economy, 
to break the upwards shift in US wage increases, with further rand weakness the risk. 
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•   The rand is currently expected to average R15.80/USD in Q3.22, but the Ukrainian 
President, Zelensky, has warned of the Russian invasion intensifying, and NATO is now 
warning that the war could last for years, providing no end in sight for related price 
pressures.  

•   NATO Secretary-General Jens Stoltenberg is reported to have said "(w)e must not 
weaken in our support of Ukraine, even if the costs are high -- not only in terms of military 
support but also because of rising energy and food prices", "we must be prepared for this 
to last for years." 

•   Russia is targeting Mykolaiv, strategic to Ukraine’s main port, Odessa, on the Black Sea, 
after having blockaded its ports. Romania is now exporting grain for the Ukraine,  which 
is reported to have 20million tones to clear before its new harvest comes in.  

• The port of Constanta, the fastest cereal clearing Port in the EU, and the Ukraine is 
sending grain to it by land or along the Danube River by barge, while Romania is 
increasing its capacity to rapidly unload the Ukrainian barges, which should be ready by 
the end of June. 

•   President Zelensky warns “there may be a physical shortage of products in dozens of 
countries around the world. Millions of people may starve if the Russian blockade of the 
Black Sea continues,” with agricultural prices likely to feel further pressure.  

•   Sanctions against Russia are likely to persist for longer than anticipated, further supporting 
high agricultural and energy commodity prices. Russia and the Ukraine account for a third 
of the world’s wheat and two thirds of sunflower production. 

•   Export volumes of Ukrainian grain are reported to have dropped by 80% since the 
Russian/Ukraine war began. Food price pressures are not expected to collapse in the near 
term, while input costs are risking too, and not just from elevated fertilizer prices. 

•  Inflation has surprised global (and local) financial markets on the upside this year, and the 
Fed notes inflation surprises, and related jumps in inflation expectations and wages as its 
key concern, not US economic growth, which is likely to weaken in H2.22. 



• The risk is that the US economy slows more quickly than its policy makers and markets 
anticipate, with a recession, and not necessarily a mild one, spooking markets as 
stagflation worsens on obdurate supply side price pressures, weakening the rand. 

    
 

 

   



 

 
 

  

 

 

  
 

   

   
 

   



  
 

  
 

 

 


