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•    The outlook for the rand has weakened on the greylisting of South Africa by the 

Financial Action Task Force (FATF), while Friday’s worse than expected outcome of 

the key US inflation measure negatively affected global market risk sentiment. 

•  The Fed implicitly targets the core PCE deflator, seeking to achieve a 2.0% y/y 

annual average, while the measures came out at 5.4% y/y on Friday, higher than 

the 5.0% y/y, both, expected and prior, and well removed from the Fed’s 2.0% aim. 

•  Global financial markets are now factoring in the expectation that the Fed will hike 

its interest rates higher than previously expected in the current cycle, due to the 

upside surprise in the key US inflation (implicit target) measure. 

•  The US’s Personal Consumption Expenditure or PCE deflator reflects the strength 

of its consumer spend, and the robust nature of the economy, with US retail sales 

and manufacturing also posting data surprising on the upside last week. 

•  US home sales have in contrast weakened on the sharp hike trajectory of the US, 

but given the FOMC’s focus on subduing inflation, the US terminal rate is now 

anticipated higher, with up to four more 25bp hikes this year in the US.  

•  The Fed funds futures now fully factor in a 25bp hike in the Fed funds target rate at 

each of the three upcoming FOMC meetings, of 22nd March, 3rd May and 14th June, 

while the 26th July meeting sees a 25bp hike beginning to be factored in.   

•  For South Africa, the shift in the US interest rate hike trajectory, along with the effect 

of greylisting which raises SA’s sovereign risk premium, are both rand negative, and 

also place upwards pressure on SA interest rates, which are lagging US hikes. 

•  The domestic currency has weakened substantially over the past year on the 

weakening global outlook and rapid hike cycle in the US as SA has failed to match 

it, with a consequent narrowing in eth differential by 75bp and rand weakness.  

•  The rand has reached R18.48/USD today, R19.51/EUR and R22.13/GBP, from 

R17.00/USD, R18.13/USD and R20.47/GBP at the start of the year, with the rand at 

R15.36/USD a year ago, on lower risk aversion and a materially weaker USD.  
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•    Grey listing occurs when a country formally comes under increased monitoring from 

the Financial Action Task Force (FATF) following serious deficiencies in its anti-

money laundering,  terrorism and proliferation financing framework.  

•  Blacklisting in contrast is applied to countries that do not cooperate with the FATF, 

while greylisted countries are committed to addressing their identified inadequacies 

within a given timeframe to attempt to come off the greylist. 

•  Once a country is added to the FATF grey list, it is accordingly also added to the 

“EU high-risk third countries list” by the European Union and to the UK’s “high-risk 

jurisdictions” list. 

•  The IMF has found that when a country is grey listed there is “a large, significant 

negative effect … on capital inflows”. In particular, “capital inflows decline on 

average by 7.6 percent of GDP”. 

•  ”In contrast, foreign direct (fixed) investment, or FDI, ”inflows decline on average by 
−3.0 percent of GDP, porƞolio inflows decline on average by −2.9 percent of GDP, and 
other investment inflows decline on average by −3.6 percent of GDP“. 
 

•  South Africa attracts an extremely low level of FDI (foreign direct investment) inflows 

as it is, with the bulk of the activity on its capital account instead consisting of portfolio 

flows (purchases and sale of bonds and equities).   

•  FATF is intergovernmental, setting standards and promoting implementation of 

legal, regulatory and operational measures to combat money laundering, terrorist 

financing, and related threats to the integrity of the international financial system. 

•  With the rand already having factored in SA’s greylisting, the domestic currency saw 

a mild reaction on Friday, driven more by the high PCE deflator outcome. The rise 

in the US interest rate outlook also pushed up SA’s interest rate forecasts. 

•  SA is likely to match the US hike in March, and May, hiking by two further 25bp lifts 

at its two upcoming MPC meetings (30th March, 25th May), but there will be pressure 

for larger and more SA hikes, and so for further rand weakness as SA disappoints. 
 

  



  

  



 

  

  

  
 

 


