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Rand note: the mild weakness of the US dollar, along with last week’s substantial SA 
interest rate hike, sees the rand gain 
 
  

 

 

 

  



 

   

   

 

   

   



 

   

   

 

 

  
      

•   The rand has strengthened to R16.71/USD, from R17.26/USD last week, with SA’s 75bp 
hike matching June’s FOMC’s move, and the MPC’s very hawkish tone of bolstering 
expectations that the SARB will not let SA’s interest rate differential with the US narrow 
severely. 

•   The FRA curve did not fully factor in a 75bp hike at last week’s MPC meeting, and as a 
consequence the rand has had room to strengthen significantly as markets digested the 
information from the meeting, and in particular the very hawkish tone of the SARB.   

•   Markets will continue digesting the MPC outcome this week, and the domestic currency 
has room to strengthen even further, although much will depend on the signals coming 
out from the US, with the latter likely to have a strong impact for the rand. 

•   SA’s FRA (Forward Rate Agreement) curve currently anticipates that the SARB will only 
hike the repo rate by 50bp  in September, while the November meeting is expected to 
deliver a 50bp hike but with a greater chance of 75bp. 

•   The FOMC meets this week and is expected to deliver a 75bp hike on the 27th July, which 
is  fully factored in by the Fed Funds Futures. However, this will take the US lift in the cycle 
to 2.25%, while SA is at 2.00% currently, as SA saw a 75bp not 100bp hike last week.   

•  The differential between SA and US interest rates will consequently risk narrowing at the 
end of this week, causing some pressure on the rand. The US dollar has weakened 
somewhat ahead of the FOMC meeting, now at 1.02 dollars to the euro from parity earlier 
in the month. 



•  Risk aversion has subsided slightly, allowing the US dollar to lose some ground, with 
markets having pulled back somewhat, as recent US data showed some slightly better 
outcomes on the activity and inflation front than expected, although the pull back is 
relatively small. 

•  The US’s strongly positive empire state building manufacturing survey on general 
business conditions for June (released 15th July) cheered markets (a negative outturn was 
expected, and the University of Michigan reading, and US retail sales were also market 
positive. 

•  As the rand is largely determined by international events, particularly those taking place 
in the US, the better than expected US data recently has allowed safe haven flows to calm 
somewhat, and the advancing US dollar to pull back. 
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•   The rand has seen less volatility in 2022 than other key emerging market currencies, in 
the middle of the pack on SA’s interest rate return, and the implied volatilities, running 
alongside the USD index, while against the  EUR and GBP it has been relatively more 
stable. 

•   Risk aversion is still elevated however, despite having subsided somewhat since the 
middle of the month, and there is likely to be further market volatility this quarter, which 
will impact emerging market currencies, and so the rand.  

•   In particular, SA’s interest rate hikes are not expected to keep up with (nor exceed) the 
moves in US interest rates initially, and consequently the rand is at risk of some further 
weakness this quarter, and in particular of some volatility. 

• Foreigners remain net sellers of SA government bonds this quarter so far (Bloomberg JSE 
settled data for foreigner purchase, sales of SA bonds) at -R11.5bn. Foreigners also sold-
off -R11.5bn of SA equites (net of purchases) in Q3.22 to date (Iress).  



•   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 sees senior (risk-taking) 
traders on vacation. 

•   While the MPC meetings, at about two month intervals, are out of sync with those of the 
FOMC which tend to occur every six weeks, the MPC can hike between meetings, and if 
the differential between SA and US interest rates becomes significantly narrowed it may 
do so. 

•   Should the Fed deliver a 100bp hike this week (not expected), the rand will likely weaken, 
while a smaller move (50bp) could see rand strength, although the most likely outcome is 
the 75bp lift in the fed funds rate that the markets anticipate.  

•  The SARB has shown more concern about the recent rand weakness than it has tended 
to do historically, and will likely worry if the domestic currency tracks towards R18.00/USD, 
and so could deliver an inter meeting repo rate adjustment higher. 

• The risk of recession has not disappeared however, and rapid rand strength back to 
R14.00/USD this quarter is unlikely, instead we have weakened our forecast modestly, as 
the risks to the global economy are likely to be seen to persist in H2.22 and over 2023. 

    
 



 

   
 



 
 

  

 

 

  
 

   

   
 

   

  
 

 


