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Rand note: the volatile domestic currency turns again, as markets fret about the 
FOMC meeting this week, fearing tapering may begin even as early as September 
while SA bond yields have also weakened 
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•   The US is facing two days of monetary policy discussions, culminating in potential 
guidance on future tapering of QE. While markets don’t necessarily expect QE tapering to 
begin in September, there is very high sensitivity to any indication of when it will start.  

•   Reaching R14.86/USD this morning, the domestic currency has pulled back to 
R14.73/USD, with the rise in risk aversion negatively affecting commodity prices as well, 
causing a double whammy for the rand. 

•   September’s FOMC meeting will also deliver projection materials on the Fed’s updated 
inflation and economic growth forecast, and interest rate expectations, while markets will 
also seek any indication of a more hawkish tone. 

•   In particular, the Fed’s dot plot (interest rate expectations) chart caused concern in June 
when it revealed expectations of a quickening trajectory, as FOMC members brought 
forward rate hike forecasts to two increases in 2023. No further change would support 
markets. 

•   In June, markets reacted negatively to the quickening in FOMC members’ forecast rate 
hike trajectory, and the rand weakened from R13.68/USD to R14.10/USD, although 
Governor Powell warned against reading too much into the dot plot, at the time.  

•  The Fed Chair also highlighted in June the continuation of its asset purchases and interest 
rates near zero for the foreseeable future in order to “ensure monetary policy would deliver 
powerful support to the economy until the recovery was complete.” 

•   In July, Jerome Powell reiterated this, adding that “(t)he pace of the recovery in economic 
activity and employment has moderated in recent months, with weakness concentrated in 
the sectors most adversely affected by the pandemic.” 
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•  The US third wave continues to build, and has affected growth and employment. Deaths 
from COVID-19 continue to rise in the US, while those hospitalised in ICU are near the 
same high rates of the second wave.  

•  Global financial market sentiment, and the rand, would be further weakened from current 
levels if the Fed says this week that it would (as opposed to may) be appropriate to start 
reducing asset purchases this year.  
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•   Markets believe the Fed could begin tapering in November or December (Investec expects 
December), with September seen as too soon for any reductions in the current pace of 
asset purchases. 

•   A repetition of the Fed’s view that “if the economy evolved broadly as anticipated, it could 
be appropriate to start reducing the pace of asset purchases this year”, is expected,  but 
will not bring enough calm to current risk off to see the rand pierce R14.00/USD this 
month.  

•   US economic data has been mixed, indicating both growing uncertainties as its third wave 
of COVID-19 infections and deaths build while the most recent key jobs numbers 
disappointed, but some lift occurred in retail sales and U Michigan sentiment, exceeding 
expectations. 

• On 27th August the Fed said, compared to at the time of the July FOMC meeting, that 
“(t)he intervening month has brought more progress in the form of a strong employment 
report for July, but also the further spread of the Delta variant”. 

•   “We will be carefully assessing incoming data and the evolving risks. Even after our asset 
purchases end, our elevated holdings of longer-term securities will continue to support 
accommodative financial conditions.” 

•   However, the tone turned hawkish as Fed Chair Powell specified that his “view is that the 
"substantial further progress" test has been met for inflation. There has also been clear 
progress toward maximum employment.” 

•   QE tapering this year in the US would place upwards pressure on EM interest rates, and 
emerging market economies which do not hike their interest rates as others do would risk 
seeing their currencies weaken potentially. 

•  The rand has already weakened from R13.40/USD in June, to R14.82/USD on Friday on 
QE tapering fears, and much will depend on the Fed’s concerns about the US’s third 
wave.  The rand currently averages R14.59/USD for the quarter to date. 
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•   Looking forward, the rand will be at risk in Q4.21, and it may no longer achieve the 
R14.45/USD expectation for the quarter average if this week’s FOMC outcome remains 
supportive of near term tapering.  
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