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Rand note: the rand is on track to average R14.55/USD this quarter, and will likely 
benefit for as long as the Fed’s dovish tone persists towards its future planned 
monetary policy normalisation, but COVID-19 waves still remain a risk  
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•   The US has seen a small dip in its third wave, but it is too early to be certain this signifies 
an actual moderation in the wave itself, and the path of COVID-19 remains uncertain, both 
in the US and overall globally, with further waves expected over next year too.  

•   The Fed has sounded caution on normalising monetary policy in the face of this 
uncertainty, which has benefited the rand and some other risk-on trades but has also 
caused some volatility, with focus on US economic indicators for when QE tapering will 
begin. 

•   US inflation remains historically high, due in large part to disruptions to both the US and 
global economies by COVID-19. Key is supply chain disruptions, aside (but not removed) 
from high commodity prices, and supply chain pressures are not likely to disappear in the 
short term. 

•   Higher US interest rates would not help in forcing down supply side inflation pressures, 
and nor indeed would reducing QE either to address supply side price pressures, while 
the US economy is generally being recognised as having hit its growth peak this year in 
Q2.21. 

•   The US third wave of COVID-19 infections has prevailed over Q3.21, and this will have 
dampened the quarter’s growth rate, having already been shown to have dampened 
consumer and business confidence, and having some impact in activity in monthly 
indicators. 

•  The US’s third wave has also had a marked, negative impact on the labour market, and 
this is not yet at an end. The US shows hospitalisations in the third wave are not yet 
declining, deaths are still increasing, and this has added to fears, impacting joining the 
labour market. 
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•   Recent weakish US labour market figures have been ignored by many hawkish 
proponents for sooner monetary policy normalisation, as has the heavily supply-side 
nature of inflation, but this does not mean some demand side price pressures have not 
been evident.    

•  However, worryingly, scientists point not only to fourth and additional waves of COVID-19 
globally running through next year, but also of the risk  of variants significantly immune to 
current vaccines, and even these mutations forming in the delta variant.  

•  Consequently, it remains highly uncertain still what the path will be for COVID-19, the virus 
has not reached its end, and the Fed is cognisant of this, taking a balanced approach to 
providing monetary policy support to the economy - but also a longer-term view.  
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•   Should many in the scientific community prove correct on the path of COVID-19, there will 
not be a quick, permanent rebound from the impact of COVID-19, but instead what is 
becoming more likely as the virus devolves are further disruptions to economic activity. 
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•   Some of the push from commentators for the US to normalise its monetary policy more 
rapidly than it is signalling may well be coming from this desire to get past COVID-19 as 
quickly as possible, which could be clouding judgements.  

•   However, supply blockages and bottlenecks, high prices of transportation and logistics 
and other impediments to the global supply chain are not quickly overcome, nor have they 
been overcome, and these cannot be ignored as key price drivers, as have been base 
effects. 

• This does not mean that US monetary policy normalisation is not appropriate, and should 
not occur, but rather that a cautious approach is needed instead, and the Fed may even 
become more cautious should the US third wave linger, instead of subsiding quickly. 

•   The previous two waves (based on seven day rolling averages) of the US’s COVID-19 
infections saw substantial stops and starts in building their peaks, with the larger second 
wave seeing some marked drops in infections before a second and third mini peak. 

•   The US also saw a particularly flat, but lengthy, first wave of COVID-19 infections, and so 
a peak on a first lengthy plateau on marked lockdown. The third wave in contrast sees a 
much more open economy, and is still showing daily infections spiking up. 

•   The US third wave could well run into October, and this will worry potential labour market 
participants, as well as affect economic activity, and if it worsens, would also negatively 
affect market sentiment and so could cause rand weakness. 

•  There is a balance for the rand, and the strength in the US economy to date, and 
improvements in the US labour market, along with the Fed’s mature approach to higher 
inflation through signalling it is not an immediate concern, has supported market optimism. 

•   However, should the US economy show markedly slowing growth, even less appetite for 
labour market participation and indeed exits from the labour market, financial markets 
could turn risk off, with resultant rand weakness – which is still a risk. 
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