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•    The rand is weaker this week, having dipped below R17.00/USD, to R16.93/USD, 

after the FOMC meeting, but today has reached R17.69/USD, as markets still see 

some risks in the US inflation and interest rate outlooks. 

•  While the Fed last week was careful to highlight its rate hikes are not at an end, and 

core measures of inflation (excludes the volatile prices of food and energy) are 

proving sticky (slow to come down), and not just in the US. 

•  US Treasury Secretary Yellen reiterated this week that she does not expect a US 

recession, and legislative measures will aid inflation to fall more rapidly, but markets 

have started to worry about inflationary effects of stronger than expected economies. 

•  The US implicitly targets a core inflation measure of 2.0% y/y, a rate which is not 

seen as too high or too low for price increases, with higher rates of inflation having 

a negative effect on the cost of living.   

•  Aiming for too low a rate of inflation risks deflation, an environment where consumers 

delay purchases, waiting for even lower prices to come, and economic and 

investment drops while unemployment rises.  



•  A 2.0% y/y inflation target also provides some buffer to under measurement of 

inflation, a situation when actual inflation proves lower than the official measurement 

and so risks nearing deflationary (falling prices) territory.  

•  Deflation has further negative consequences, which include increasing the real 

value (the real value removes inflationary effects) of government debt, while 

conversely inflation reduces the real value of debt. 

•  South Africa sees its State of the Nation Address (SONA) on Thursday night, but 

markets anticipate little game changing reforms, with many past priorities unfulfilled 

and the economic environment instead deteriorating on weakening infrastructure. 

•  The rand has weakened on falling  electricity supply, lack of broad state support for 

Eskom’s CEO, and Transnet failing to meet rail and port capacity needs, while the 

size of the government and its poor governance is feared to increase under the NHI. 
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•    Secretary Yellen also noted “I see is a path in which inflation is declining significantly 

and the economy is remaining strong." "You don't have a recession when you have 

500,000 jobs and the lowest unemployment rate in more than 50 years". 

•  The IMF adds "(t)he U.S. economy is … going to slow down this year. But, at least 

based on the data we have … (so far), we think U.S. would be able to go through 

the year narrowly avoiding falling into recession". 

•  "That means a possibility for a soft landing for the United States." And what about 

U.S. employment? "Our expectation towards the end of year is to see somewhat 

weaker labor markets".  

•  "But let's be very clear, we are not scared of some big unemployment wave swiping 

through the United States." "The biggest surprise is that the picture, while it remains 

very concerning, is less dire than it was just two months ago”. 

•  "We are still going for a year of slowing growth. We're still going to have interest 

rates relatively high because inflation hasn't evaporated. So it is not much better. It 

is just less bad." 



•  Inflationary pressures also differentiate around the world, with different countries 

affected by differing factors, and SA seeing lower inflationary pressures than some 

key advanced economies. 

•  The IMF has advised that "Central banks should communicate the likely need to 

keep interest rates higher for longer until there is evidence that inflation — including 

wages and prices of services — has sustainably returned to the target". 

•  "Loosening prematurely could risk a sharp resurgence in inflation once activity 

rebounds, leaving countries susceptible to further shocks which could de-anchor 

inflation expectations". 

•  "Crucially, central banks must avoid misreading sharp declines in goods prices and 

easing policy before services inflation and wages, which adjust more slowly, have 

also moderated markedly". 
 

  



 

  

 

  



 

 

  

 

  

 

  
 

  

  
 

 

 


