
 

  

  

Rand note: the rand runs around R17.00/USD but risk-off still evident 

on global growth concerns 

 

  

Thursday 5 January 2023 

  

  

 

  

  



 

  

 

  

 

  



 

  

•    The 50bp lift at 14th December’s Federal Open Market Committee (FOMC) meeting, 

with the target range for the federal funds rate now 4.25% - 4.50%, was expected, 

but aided the rand in tracking back to R17.00/USD by the end of 2022 on USD 

weakness.   

•  The rand strengthened to R16.87/USD today, with the release of the FOMC minutes 

for the mid December 2022 meeting showing a unified decision to slow the pace of 

rate hikes in order to limit the impact on economic growth in the US. 

•  In particular, in “(i)light of the heightened uncertainty regarding the outlooks for both 

inflation and real economic activity, most participants emphasized the need to retain 

flexibility and optionality when moving policy to a more restrictive stance.”  

•  Markets are beginning to factor in the chance that the FOMC reduces the quantum 

of its rate hike increases further, to 25bp potentially as early as the 1st February 

FOMC meeting, although market expectations are also divided, with the futures 

consequently pricing in a 34bp lift currently.   

•  The Fed funds futures further show less than a 25bp hike at the 22nd March and 3rd 

May FOMC meetings – the FOMC’s next two meeting dates, and then stabilisation 

around mid-year, turning to cuts in US interest rates over H2.23. 

•  However, as the FOMC itself notes “the Committee would continue to make 

decisions meeting by meeting”, while the updated dot-plot chart shows the Fed’s 

target rate peaking at the 5.00% - 5.25% range, then dropping down to 4.00% - 

4.25% next year. 

•  The dot-plot consequently shows a higher peaking for the target rate for this year 

than in its previous publication of 4.50% to 4.75%, which has prevented the rand 

from strengthening (the US dollar from weakening) more substantially than it has 

from mid-December so far.  

•  However, Fed Chair Powell highlighted on the dot-plot (FOMC members’) interest 

rate views “(o)f course, these projections do not represent a Committee decision or 

plan, and no one knows with any certainty where the economy will be a year or more 

from now.” 



•  With the global economy expected to weaken this year, and the IMF warning "(w)e 

expect one-third of the world economy to be in recession", markets are concerned 

as they show  US rate cuts later in the year. Investor uncertainty is still high, and so 

the rand is weak. 
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•    The IMF adds "(h)alf of the European Union will be in recession", … “the three big 

economies US, EU, China are  slowing … simultaneously.“ “(T)he US may avoid 

recession,” if “resilience of the labor market … holds, the US would help the world 

to get through a very difficult year”. 

•  Fed Chair Powell highlights “(d)espite the slowdown in growth, the labor market 

remains extremely tight, with the unemployment rate near a 50-year low, job 

vacancies still very high, and wage growth elevated.” 

•  “Job gains have been robust, with employment rising by an average of 272,000 jobs 

per month over the last three months. … the labor market continues to be out of 

balance, with demand substantially exceeding the supply of available workers.” 

•  “FOMC participants expect supply and demand conditions in the labor market to 

come into better balance over time, easing upward pressures on wages and prices.” 

In addition, the unemployemt rate for 2023 was raised at the December meeting 

versus September’s projection. 

•  With the Fed’s change in interest rate expectations, and focus “that ongoing 

increases will be appropriate in order to attain a stance of monetary policy that is 

sufficiently restrictive to return inflation to 2 percent over time”, the Fed has not fully 

rolled back from its hawkish stance.  

•  The rand will consequently be unlikely to pierce R16.00/USD this month, but could 

track towards this level. Markets continue to worry over the Fed’s monetary policy 

proving too restrictive, and so the need for policy reversal in H2.23 with rate cuts (as 

shown by the Fed funds futures). 

•  China’s COVID-19 outbreak, and resultant harsh restrictions in Q4.22, are expected 

to have supply chain effects into 2023, while the end of 2022 and early 2023 saw 



the dismantling of its zero-COVID policy, although the WHO believes China’s COVID 

cases are now under counted.  

•  The risks for 2023 include the global economic slowdown proving more severe than 

expected, which would yield lower global interest rates and inflation rates than 

currently expected, but raise risk aversion levels, and so have a negative effect on 

the rand. 

•  The recent domestic political situation evolved as expected, and now a cabinet 

reshuffle is anticipated in Q1.23 to bolster the President’s policy aims to repair SA’s 

infrastructure. The Phala Phala saga is not over, but we expect that it will unfold in 

the courts without derailing Ramaphosa. 
 

  

 

  



 

 

  

 

  

 

  

 

  
 

  



  

 

  

  

Regards 

  

Annabel Bishop 

annabel.bishop@investec.co.za  

Tel: +27 (11) 286 7188 

https://www.investec.com/en_za/focus/economy.html  
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