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Rand note: the rand has pulled back from last week’s R14.91/USD, on the drop in US 
consumer confidence and monthly CPI while Finance Minister Godongwana sounds 
the right notes on fiscal restraint, cheering markets 
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•   The rand has been volatile, weakening on fears the US will hike interest rates before 2023, 
but pulling back on lower US U Michigan and CPI readings and on reassuring comments 
from SA’s Finance Minister, Enoch Godongwana on policy continuity in fiscal restraint. 

•   South Africa’s new Finance Minister in particular highlighted that non-interest expenditure 
will be reduced to 4% of GDP with a primary focus on the cost cutting coming from 
government’s wage bill, and that there will be continuity in the fiscal policy trajectory set 
by Mboweni.    
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•   Adding, "(w)e come from the same party; we do not have different mandates, and from 
that perspective there will be continuity in terms of the sustainable fiscal path he (Mboweni) 
has chosen," he said. "As things stand, I do not see any changes in the fiscal framework." 

•   Minister Godongwana’s political seniority and leadership style will aid in his ability to 
communicate clearly, with a likely interactive style, the ANC’s position on fiscal policy 
restraint, and aid his ability to say no where needed in the face of expenditure pressures. 

•   The Finance Minister also said there will be no tax increases over the medium term 
expenditure framework, which is from the current fiscal year of 2021/22 is 2022/23 to 
2024/25. The rand doubtless gained some support from all his comments, as did the bond 
market.    

•   He further underpinned the need for structural reform, increasing skills capacity instead of 
introducing the controversial basic income grant (BIG), tying in with government’s plan of 
boosting township economies, which would have the benefit of adding to revenues.     

•  A more co-ordinated policy stance communicated from all areas of government will boost 
business confidence, which already will have likely received some support from the new 
Finance Minister’s reassurances, in turn positive for economic growth and job creation.   

•  The rand however continues to be buffeted by international forces, weakening as market 
expectations of a 25bp hike in the Fed funds rate in December 2022 solidified, but pulling 
back as US CPI inflation showed the transitory nature of some of the recent price 
pressures. 

•   The domestic currency averages R14.55/USD to date this quarter, with further volatility 
likely. The rand could pull stronger towards quarter end, and into next quarter, although 
long-term is still likely to still be at risk of weakness. 
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•   The rand weakened from R13.40/USD in June to R14.74/USD currently, with volatility in 
between, on the shift in market perceptions to a quicker advent in US QE tapering, and 
then hikes in US interest rates, with shifting perceptions exacerbating volatility 

•   However, markets fear QE tapering could begin this year, with US bond yields reacting, 
and so lead into US rate hikes before 2023, hampering the rand’s gains and keeping the 
domestic currency from gravitating back to R14.00/USD despite positive developments 
domestically.  

•   The latest U Michigan reading is important however, as US consumers are feeling 
significantly less positive currently (in August) than they were in Q2.21, following the risk 
of higher future interest rates, a higher cost of living and surge in COVID-19 new cases on 
the delta variant. 

• While consumer sentiment saw a sharp increase in Q2.21, and there is some element of 
correction in the latest figures, the US's rise in delta COVID-19 cases has caused a 
negative reaction for many on fears of tighter lockdown restrictions and higher 
unemployment.  

•   With 2020 a difficult year as personal freedom of movement, entertainment and leisure 
activities were curtailed, the economy contracted and job losses escalated, the virulency 
of the delta variant due to its highly contagious nature has been a negative blow to 
psyches.   

•   With many thinking that the horror of 2020 had past, and even though it is not likely to be 
repeated, the start of the delta wave in the US has had a negative impact on confidence, 
and consumers outlook on unemployment shows fears of a deterioration in prospects.  

•   The US is not a unidimensional inflation targeter, and as such finds equal importance in 
the performance of the economy and jobs market, which in turn are impacted by consumer 
sentiment; and more cautious spending behaviour would impact US economic recovery.   
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•  So too would greater lockdown restrictions, and the virulency the delta variant is showing 
is cause for concern, with the US only having vaccinated just over half its population. Yield 
seeking may return, and uncertainty is still high for experts over the path of the virus.  

•   Experts on the disease even warn that it is highly possible (a) further new variant/s could 
emerge that are resistant to the current vaccines. This would damage economic recoveries 
and the return to 'normal' that monetary policy makers are preparing for. 
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