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 After depreciating early last week to R15.47/USD, R17.32/EUR and R18.69/GBP, the rand has 

backtracked, stabilising somewhat, currently trading at R15.35/USD, R17.05/EUR and 
R18.60/GBP as risk levels in global financial markets are seen to have stabilised somewhat. 

 
 Foreigners sold -R3.0bn worth of equities net of purchases last week, -R8.3bn this month to 

date and -R17.4bn since the last portion of July, while also dumping –R8.7bn worth of bonds 
net of purchases last week, -R18.3bn this month to date and –R19.8bn since the last portion 
of July. 

 
 While financial market players’ concerns over global economic growth, in tandem with reduced 

expectations of US rate cuts this year and some weak data prints in key economies, sparked 
the latest sell-off (see “Rand note”, 12th August 2019, see website address below), this week 
has seen a quieter start. 

 
 Clearer direction on US monetary policy is expected as the US’s Economic Symposium taking 

place this week. The annual event at Jackson’s Hole in Wyoming has been themed 
“Challenges for Monetary Policy” for this year. In particular, Friday will see Governor Powell’s 
speech, of the same title.   

 
 Markets are keen to see if the Fed could be reconsidering its interest rate outlook, after 

commentary from the Governor at the end of July was not seen to support further monetary 
easing. Indeed, it was this lack of ‘insurance’ rate cuts, in the face of the prospect of weaker 
growth, which shook markets at that time.  
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 Subsequently, weak data prints from a number of key economies may influence the Governor’s 

tone somewhat to one that is more dovish, and risk aversion in global financial markets is likely 
to have eased in anticipation of this upcoming prospect.  

 
 Additionally, fears of a US recession have declined somewhat recently, while US-China trade 

talks have not seen a reignition of tensions, although there has been little evidence that a trade 
deal is forthcoming, and markets are currently in a wait-and-see-phase.  

  
 Financial markets are currently pricing in further 25bp cuts in the Fed’s target rate by year end, 

close to a cut at each of the remaining meetings, namely 18th September, 30th October, 11th 
December (date given is when the rate announcement is expected to be made). 
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 In particular, markets have priced in an 80% chance of a 25bp cut in September, and a 66% 

chance of another 25bp cut at the October meeting. Markets even see a 25bp cut potentially 
for the December FOMC meeting currently. 

 
 At the latest FOMC meeting, Governor Powell said the Fed is not necessarily embarking on an 

aggressive interest rate cut cycle, terming July’s 25bp easing as a “midcycle adjustment”, 
signalling that the Fed is highly unlikely to begin a long rate cut cycle, as that would be more 
appropriate under continual marked slowing of economic growth. 

 
 However, markets believe that the FOMC will likely be pushed into at least some of the rate 

cuts as the yield curve increasingly inverts in the absence of it. Indeed, an inversion of the yield 
curve is also seen as a signal of recession, as markets factor in rate cuts/s on expectations of 
weak future growth.   

 
 The rand is likely to remain volatile this month, as the sell-in-May-and-go-away (until 

September) period in global financial markets is still under way, namely the northern 
hemisphere summer vacation effect which tends to result in an exodus from riskier assets when 
risk (such as the increased chance of a US recession) is seen to elevate. 

 
 The rand to date averages R14.41/USD in Q3.19, and is oversold, with some recovery  likely 

as market participants return from vacation, particularly in Q4.19. However, our Q3.19 forecast 
of R14.30/USD (average for the quarter), would be revised closer to R14.50/USD, if not above, 
if the rand does not correct already this month and next.  

 
 In particular, the last, and first, quarters of the calendar year usually sees EM currencies 

strengthen as many northern hemisphere market players return from vacation and riskier, 
higher yielding assets typically return to favour. The rand could strengthen by a substantial 
amount in Q4.19 on this seasonal effect, and in Q1.20. 
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