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Due to their large yield spreads, SA bonds have become more attractive as a hedge against rising inflation in the US and

in Europe. The increase in inflation over the last 12 months was 4.24% for South Africa, while the US saw an increase of

7.34%. The Purchasing Power Parity theory of exchange rates would suggest a continued strengthening of the Rand

relative to the Dollar if the current inflation differential holds for an extended period of time.

The Rand has seen steady gains against the major currencies since the first Covid lockdown at the end of March 2020.

This is a result of a combination of factors including the relative attractiveness of SA’s bond market compared to both its

emerging market peers and the major developed bond markets, an inflation differential tilted in SA’s favour compared to

the major global economies, and a substantial trade surplus in SA due to the increase in values of its major commodity

exports. 
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The steady rise in the demand for commodities has led to an increase in the value of South African commodity exports

further strengthening the Rand. In the year preceding February 2022, the South African trade surplus rose from USD 16.75

billion to USD 29.92 billion. The largest increase came from PGMs which increased from an average monthly sales value

of ZAR 15.87 billion in 2020 to ZAR 28.87 billion in 2021.

Further sustained commodity prices could keep the Rand strong for an extended period.
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